S.  Hrg.   103-92 

NOMINATION  OF  EUGENE  ALLAN  LUDWIG 

Y  4.  B  22/3;  S.  HRG.  103-92 

KoniiatioB  of  Eufeae  Allaa  Luduig^... 

JIING 

BEFORE  THE 

COMMITTEE  ON 

BANKING,  HOUSING,  AND  URBAN  AFFAIRS 

UNITED  STATES  SENATE 

ONE  HUNDRED  THIRD  CONGRESS 

FIRST  SESSION 

ON 

THE  NOMINATION  OF  EUGENE  A.  LUDWIG,  TO  BE  COMPTROLLER  OF 
THE  CURRENCY  FOR  A  TERM  OF  5  YEARS 


MARCH  31,  1993 


Printed  for  the  use  of  the  Committee  on  Banking,  Housing,  and  Urban  Affairs 


f—\^f 


AUG  2  5  1933 


U.S.   GOVERNMENT  PRINTING  OFFICE 
69-440  CC  WASHINGTON   :   1993 

For  sale  by  the  U.S.  Government  Printing  Office 
Superintendent  of  Documents,  Congressional  Sales  Office.  Washington,  DC  20402 
ISBN    0-16-041078-9 


S.  Hrg.  103-92 

NOMINATION  OF  EUGENE  AIIAN  LUDWIG 

V  4.  B  22/3:  S.  HRG.  103-92 

MoniiitioB  of  Eufene  AUiB  Ludui§»... 

JIING 

BEFORE  THE 

COMMITTEE  ON 

BANKING,  HOUSING,  AND  URBAN  AFFAIRS 

UNITED  STATES  SENATE 

ONE  HUNDRED  THIRD  CONGRESS 

FIRST  SESSION 

ON 

THE  NOMINATION  OF  EUGENE  A.  LUDWIG,  TO  BE  COMPTROLLER  OF 
THE  CURRENCY  FOR  A  TERM  OF  5  YEARS 


MARCH  31,  1993 


Printed  for  the  use  of  the  Committee  on  Banking,  Housing,  and  Urban  Affairs 


W 


MS  2  5  p-:-:, 

/ 


U.S.  GOVERNMENT  PKINTING  OFFICE 
69-440  CC  WASHINGTON   :  1993 

For  sale  by  the  U.S.  Government  Printing  Office 
Superintendent  of  Documents.  Congressional  Sales  Office.  Washington.  DC  20402 
ISBN   0-16-041078-9 


COMMITTEE  ON  BANKING,  HOUSING,  AND  URBAN  AFFAIRS 


DONALD  W.  RIEGLE,  JR.,  Michigan,  Chairman 


ALFONSE  M.  D'AMATO.  New  York 
PHIL  GRAMM,  Texas 
CHRISTOPHER  S.  BOND,  Missouri 
CONNIE  MACK.  Florida 
LAUCH  FAIRCLOTH,  North  Carolina 
ROBERT  F.  BENNETT,  Utah 
WILLIAM  V.  ROTH,  Jr.,  Delaware 
PETE  V.  DOMENICI,  New  Mexico 


PAUL  S.  SARBANES,  Maryland 
CHRISTOPHER  J.  DODD,  Connecticut 
JIM  SASSER,  Tennessee 
RICHARD  C.  SHELBY,  Alabama 
JOHN  F.  KERRY,  Massachusetts 
RICHARD  H.  BRYAN,  Nevada 
BARBARA  BOXER,  California 
BEN  NIGHTHORSE  CAMPBELL,  Colorado 
CAROL  MOSELEY-BRAUN,  Illinois 
PATTY  MURRAY,  Washington 

Steven  B.  HaRRJS,  Sta/f  Director  and  Chief  Counsel 

Howard  A.  Menell,  Republican  Staff  Director 

Gillian  G.  Garcia,  Financial  Institutions  Specialist 

Patrick  J.  Lawler,  Chief  Economist 

Raymond  Natter,  Republican  General  Counsel 

Ira  PaULL,  Deputy  Staff  Director /Counsel 

Edward  M.  Malan,  Editor 


(II) 


CONTENTS 


WEDNESDAY,  MARCH  31,  1993 

Page 

Opening  statement  of  Chairman  Riegle   1 

Opening  statements,  comments,  or  prepared  statements  of: 

Senator  WofTord  1 

Senator  D'Amato 3 

Prepared  statement  41 

Senator  Moseley-Braun  4 

Prepared  statement  41 

Senator  Shelby  4 

Senator  Murray   6 

Senator  Boxer  6 

Senator  Bennett  6 

Senator  Domenici   7 

Senator  Bond   8 

Senator  Mack  20 

WITNESS 

Eugene  A.  Ludwig,  Comptroller  of  the  Currency  Designate  9 

Biographical  sketch  42 

Additional  Material  Supplied  for  the  Record 

Newsweek,  March  29,  1993,  article  entitled  "We  Can  Do  It  for  Ourselves" 51 

Washington  Post,  March  31,    1993,  article  entitled  "Bank  Regulators  Ease 

Lending  Rules  for  Small  Business"   52 

(III) 


NOMINATION  OF  EUGENE  ALLAN  LUDWIG 


WEDNESDAY,  MARCH  31,  1993 

U.S.  Senate, 
Committee  on  Banking,  Housing,  and  Urban  Affairs, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:05  a.m.,  in  room 
538  of  the  Dirksen  Senate  Office  Building,  Senator  Donald  W.  Rie- 
gle,  Jr.  (chairman  of  the  committee)  presiding. 

OPENING  STATEMENT  OF  CHAIRMAN  DONALD  W.  RIEGLE,  JR. 

The  Chairman.  The  committee  will  come  to  order. 

Let  me  welcome  all  those  in  attendance  this  morning  and  par- 
ticularly our  nominee  and  our  colleague.  Senator  Wofford  who  is 
here. 

Let  me  just  make  a  brief  comment.  I  will  not  make  my  entire 
opening  comment.  I  will  save  that  so  that  we  can  allow  Senator 
Wofford  to  make  his  introductory  remarks. 

This  morning  the  committee  is  meeting  to  consider  the  nomina- 
tion of  Eugene  Allan  Ludwig  to  be  the  Comptroller  of  the  Currency. 

Before  we  begin  the  hearing  I  want  to  announce  for  the  record 
that  as  members  arrive  they  will  be  recording  their  votes  on  favor- 
ably reporting  the  nominations  of  Terrence  Duvernay  to  be  Deputy 
Secretary  of  HUD,  and  Jean  Nolan  to  be  an  Assistant  Secretary  of 
HUD. 

If  there  is  no  objection  to  proceeding  in  this  manner,  we  will 
begin  the  period  for  voting  now  and  it  will  extend  until  this  hear- 
ing concludes.  If  a  quorum  is  established  in  that  time,  the  final 
vote  will  be  announced  as  we  adjourn  and  the  nominations  of  Terry 
Duvernay  and  Jean  Nolan  will  be  reported  to  the  full  Senate  later. 

Senator  Wofford,  I  know  you  are  under  some  time  pressure.  We 
are  delighted  to  have  you  here  before  the  Senate  Banking,  Housing 
and  Urban  Affairs  Committee  today,  and  we  would  be  pleased  to 
hearing  your  remarks  now. 

OPENING  STATEMENT  OF  SENATOR  HARRIS  WOFFORD 

Senator  Wofford.  Mr.  Chairman,  I  want  to  thank  you  and  this 
committee  for  giving  me  the  opportunity  and  pleasure  to  introduce 
Eugene  Ludwig  who  has  been  nominated  by  the  President  of  the 
United  States  to  serve  as  Comptroller  of  the  Currency. 

Gene's  family  has  a  long  distinguished  connection  to  the  Com- 
monwealth of  Pennsylvania  where  Grene  was  raised  and  his  father 
spent  his  entire  career  as  a  family  doctor.  Gene  attended  York  Sub- 
urban High  School  in  York,  PA,  was  a  distinguished  and  well  hon- 
ored student  at  Haverford  College,  head  of  the  student  body  there, 
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which  we  overlapped  as  I  came  to  be  President  of  Bryn  Mawr  Col- 
lege, which  his  wife  who  I  will  introduce  in  a  minute,  Carol  Lynn 
Friedman,  was  a  student  at. 

During  his  summers  as  an  undergraduate  and  at  graduate  school 
he  served  as  an  aide  to  a  Senator  in  the  Pennsylvania  State  Legis- 
lature and  to  a  member  of  the  Pennsylvania  State  Crime  Commis- 
sion. So  those  are  his  ties  that  bind  to  Pennsylvania. 

After  leaving  Haverford  Gene  was  a  finalist  in  the  Rhodes  Schol- 
arship competition  and  received  a  Keysby  scholarship  to  attend  Ox- 
ford where  he  studied  politics,  philosophy  and  economics.  After  re- 
ceiving degrees  at  Oxford,  Gene  returned  to  the  United  States  to 
study  law  at  Yale  where  he  served  as  a  member  of  the  Yale  Law 
Journal  and  President  of  Yale  Legislative  Services. 

From  there  Gene  went  to  work  at  the  law  firm  of  Covington  & 
Burling  in  Washington,  DC  a  little  after  Governor  Casey  and  I 
were  working  there  as  young  lawyers  in  the  mid-1950's.  As  a  part- 
ner in  that  firm  Gene  has  specialized  in  legal  issues  concern  bank- 
ing and  financial  transactions.  He  has  written  articles  on  banking 
and  finance  for  scholarly  journals  and  trade  publications,  has 
served  as  a  guest  lecturer  at  a  number  of  institutions,  including 
Yale  and  Harvard  Law  School  and  Georgetown  University's  Inter- 
national Law  Institute.  Through  all  of  this  he  has  maintained  his 
Pennsylvania  connections,  but  he  is  now  moving  to  a  new  frontier 
here  with  you. 

He  is  married  to  former  Carol  Lynn  Friedman,  who  is  here 
today.  She  is  a  member  of  the  Columbia  University  College  of  Phy- 
sicians and  Surgeons,  a  neurologist.  Carol,  I'm  glad  to  see  you  here, 
and  at  least  two  of  your  three  children  Abigail,  Elizabeth  and 
David. 

Mr.  Chairman  and  members  of  the  committee,  I  think  this  is  an 
outstanding  nomination  of  a  person  that  will  give  great  leadership 
and  I  urge  you  to  expeditiously  report  this  nomination  to  the  full 
Senate. 

Thank  you. 

The  Chairman.  Thank  you  very  much,  Senator  Wofford.  We  ap- 
preciate that  strong  statement  in  behalf  of  Mr.  Ludwig.  We  know 
you  have  time  pressures.  So  we'll  let  you  excuse  yourself  now  if  you 
need  to  go,  and  again  thank  you  for  coming. 

Let  me  make  some  comments  about  Mr.  Ludwig  and  then  call  on 
my  colleagues  starting  with  Senator  D'Amato  for  any  remarks  they 
may  have. 

With  respect  to  this  nomination,  the  Comptroller  of  the  Currency 
is  certainly  one  of  our  Nation's  most  important  regulatory  posi- 
tions. The  Comptroller  together  with  other  financial  services  regu- 
lators is  responsible  for,  among  other  things,  ensuring  the  safety 
and  soundness  of  the  U.S.  financial  system. 

In  particular  he  is  responsible  for  chartering  U.S.  national  banks 
and  federally  chartered  branches  and  agencies  of  foreign  banks, 
and  he  of  course  sits  on  the  FDIC  Board. 

On  December  31,  1992,  there  were  3,592  national  banks  with 
just  over  $2  trillion  in  assets,  which  is  approximately  57  percent 
of  the  assets  of  all  U.S.  commercial  banks. 

The  Office  of  the  Comptroller  of  the  Currency  also  issues  regula- 
tions that  govern  the  practices  and  corporate  structure  of  national 


banks,  examines  these  banks  and  ensures  their  comphance  with  all 
applicable  laws  and  regulations. 

As  has  been  noted  by  Senator  Wofford,  Mr.  Ludwig  brings  irn- 
pressive  credentials  to  this  job.  He  has  been  a  partner  of  one  of  this 
Nation's  top  law  firms,  Covington  &  Burling  where  he  has  spent 
the  last  20  years  working  as  a  lawyer  on  financial  services  and  re- 
lated issues,  including  bank  and  thrift  regulatory  matters,  bank 
transactional  matters  and  bank  legislative  matters.  In  addition,  he 
has  written  and  taught  in  the  area. 

He  graduated  Phi  Beta  Kappa  and  Magna  Cum  Laude  fi-om  Hav- 
erford  College  and  afterward  attended  Oxford  University  and  then 
Yale  Law  School  where  he  was  a  member  of  the  Yale  Law  Journal 
and  President  of  Yale  Legislative  Services. 

With  the  exception  of  the  Federal  Reserve  Board,  President  Chn- 
ton  has  the  opportunity  to  immediately  appoint  the  heads  of  vir- 
tually all  our  financial  regulatory  agencies,  including  the  FDIC,  the 
Office  of  Thrift  Supervision,  the  SEC  and  the  Resolution  Trust  Cor- 
poration. 

I  think  I  might  say  to  you,  Mr.  Ludwig,  that  it  speaks  I  think 
very  importantly  to  your  qualification  that  the  President  has  per- 
sonally asked  you  to  be  his  first  appointment  in  this  area  in  terms 
of  all  of  these  chief  and  key  regulatory  leadership  positions. 

And  I  from  my  conversations  with  you  want  to  say  that  I  both 
appreciate  and  respect  the  keep  commitment  you've  expressed  to 
me  to  eliminate  discrimination  in  any  form  that  is  present  now  in 
our  financial  system.  We  do  have  problems  in  that  area  and  they 
need  to  be  corrected,  and  you've  made  it  clear  to  me  that  that  is 
your  intention. 

So  after  the  opening  statements  from  other  members  I'll  ask  you 
for  an  opening  statement,  but  let  me  yield  now  to  Senator  D'Amato. 

OPENING  COMMENTS  OF  SENATOR  ALFONSE  M.  D'AMATO 

Senator  D'Amato.  Mr.  Chairman,  I  intend  to  support  Mr.  Lud- 
wig. He  brings  impressive  credentials  with  him  and  a  willingness 
to  serve  and  make  substantial  sacrifice  in  doing  so  to  his  country. 
I  would  only  hope  that  we  could  move  this  nomination  as  quickly 
as  possible  and  get  whatever  waivers  so  that  we  can  get  Mr.  Lud- 
wig as  the  Comptroller  of  the  Currency  there  so  that  the  agency 
will  have  a  leader  even  during  the  next  several  weeks  that  we  will 
be  out.  I  think  it  would  be  unfortunate  if  we  couldn't  move  it  as 
quickly  as  possible. 

One  thing  that  disturbs  me  is  the  fact  he  should  have  had  the 
New  York  Senators  introducing  him  inasmuch  as  he  was  born  in 
Brooklyn. 

[Laughter.] 

Mr.  Chairman,  by  the  way,  I  will  ask  that  my  full  statement  be 
put  in  the  record  as  if  read  in  its  entirety. 

The  Chairman.  Thank  you  very  much. 

Senator  Moseley-Braun. 

Senator  Moseley-Braun.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  actually  have  a  full  statement  which  I  will  sub- 
mit for  the  record. 

The  Chairman.  Without  objection,  so  ordered. 

Senator  Moseley-Braun.  Thank  you. 


OPENING  COMMENTS  OF  SENATOR  CAROL  MOSELEYBRAUN 

Senator  Moseley-Braun.  I  would  like  to  say  to  this  nominee 
that  you  come  very  highly  recommended  and  have  been  spoken  for 
very  nighly  this  morning,  and  I  just  want  to  wish  you  luck  and  en- 
courage you  as  you  join  what  has  got  to  be  one  of  the  more  exciting 
adventures  in  our  lifetimes. 

The  fact  is  that  there  is  so  much  change  going  on  now  in  the 
Government.  Every  organ  of  the  Government  is  involved  in  making 
this  change  happen.  And  with  the  new  administration  and  with  all 
of  the  different  constituent  parts  coming  into  play  I  am  very  opti- 
mistic that  we  will  have  a  chance. 

It's  our  turn  at  bat  to  address  the  kinds  of  issues  that  have  been 
on  the  sidelines  and  perhaps  talked  about  over  time,  particularly 
in  this  industry  which  has  been  so  beleaguered  over  time  and  that 
has  been  the  subject  of  so  much  controversy.  This  is  an  industry 
where  I  believe  we  can  do  the  most  good  really  in  the  final  analysis 
in  terms  of  creating  jobs  and  stimulating  our  economy  and  giving 
to  communities  that  they  can  build. 

So  I  want  to  congratulate  you  and  wish  you  all  the  best. 

The  Chairman.  Thank  you. 

Senator  Faircloth. 

Senator  FAmcLOTH.  I  don't  have  an  opening  statement.  Thank 
you. 

The  Chairman.  Thank  you. 

Senator  Shelby. 

OPENING  STATEMENT  OF  SENATOR  RICHARD  C.  SHELBY 

Senator  Shelby.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I'm  very  pleased  that  you've  scheduled  this  hear- 
ing for  today.  I  believe  it's  extremely  important  that  we  confirm  a 
Comptroller  of  the  Currency  soon.  We  haven't  had  a  Comptroller 
approved  by  the  Senate  for  some  time,  as  you  know. 

Mr.  Ludwig,  as  the  primary  regulatory  for  the  country's  national 
banks,  you  will  have  a  direct  impact  on  the  availability  of  credit 
in  this  country,  which  is  very,  very  crucial  today. 

There  is  a  growing  consensus  that  the  regulatory  environment 
has  become  too  strict  to  permit  the  economy  to  recover.  Some  peo- 
ple believe  that.  I  believe  Congress  bears  some  fault  in  this  situa- 
tion. 

In  1989,  as  you  well  know.  Congress  reacted  to  problems  in  the 
thrift  industry  with  strong  legislation  that  we  call  FIRREA.  In 
1991  Congress  again  reacted  to  projected  problems  in  the  banking 
industry  with  the  FDIC  Improvement  Act,  with  which  you're  very 
familiar. 

Fortunately,  the  problems  in  the  banking  industry  did  not  mate- 
rialize. However,  we  still  have  the  FDIC  Improvement  Act  on  the 
books.  Some  of  the  elements  in  that  bill  may  be  helpful,  and  I  be- 
lieve they  are,  and  may  protect  the  deposit  insurance  fund  from 
losses  down  the  road.  But  some  provisions  in  that  bill  went  too  far 
and  have  created  a  regulatory  environment  that  attempts  to  elimi- 
nate risk  from  the  banking  system  which  is  hard  to  do. 

Senator  Mack  and  I  have  introduced  legislation  that  attempts  to 
reduce  the  regulatory  burden  and  alleviate  the  credit  crunch.  Our 
legislation  would  repeal  some  of  the  more  Draconian  provisions  of 


the  FDIC  Improvement  Act  and  would  encourage  banks  to  be  more 
responsive  to  the  needs  of  borrowers. 

I  would  like  to  share  with  you  briefly  an  example  that  was  re- 
cently given  to  me  by  a  banker  in  my  State  of  Alabama.  I  think 
it's  an  example  of  how  regulations  are  adversely  affecting  borrow- 
ers. 

The  FDIC  Improvement  Act  required  banks  to  toughen  their  loan 
policies  and  to  stick  to  these  policies  like  glue.  The  banker  in  my 
State  told  me  how  he  spent  a  great  deal  of  time  drafting  the  bank's 
new  loan  policy.  Then  to  ensure  that  the  bank  followed  the  loan 
policy  the  banker  drew  up  a  grid  that  shows  all  of  the  elements  re- 
quired by  the  new  loan  policies. 

Now  for  a  borrower  to  be  eligible  for  one  of  the  bank's  loan  prod- 
ucts he  or  she  must  fit  within  the  confines  of  one  of  the  boxes  on 
the  grid.  If  his  or  her  particular  circumstances  don't  meet  the  cri- 
teria of  the  grid,  they  don't  get  the  loan.  I  think  this  is  wrong.  I 
think  it's  the  wrong  measurement. 

The  strength  of  this  Nation's  financial  system  has  been  the 
strong  relationship  between  local  banks  and  the  community.  Our 
system  of  approximately  12,000  banks  have  served  our  economy 
well  heretofore.  The  local  small  business  has  access  to  local  credit. 
The  small  business  borrower  seeks  credit  from  someone  who  knows 
him  and  knows  his  character  and  his  creditworthiness  and  knows 
whether  he  or  she  is  going  to  pay  the  money  back. 

Now  we're  asking  that  banker  to  ignore  these  subjective  opinions 
and  instead  to  evaluate  the  borrower  on  the  basis  of  a  grid. 

I'm  interested  in  your  views  on  how  this  affects  the  economy.  I 
believe  it's  very,  very  important  for  the  Comptroller  of  the  Cur- 
rency to  be  sensitive  to  the  vital  role  that  banks  play  in  our  econ- 
omy. 

Yes,  we  need  safe  banks,  we  certainly  do,  but  we  also  need  banks 
to  play  the  role  they're  supposed  to  play.  They  should  be  meeting 
the  credit  needs  of  the  community  that  tney  serve. 

Our  regulatory  system  should  be  such  I  believe  that  it  does  not 
make  more  economic  sense  to  invest  in  Treasury  securities  than  it 
does  to  lend  to  borrowers  in  a  community  and  create  jobs  which 
we're  all  interested  in. 

I  mentioned  that  Senator  Mack  and  I  have  introduced  this  legis- 
lation to  reduce  the  regulatory  burden.  I  will  not  question  you  now 
about  our  bill  specifically,  but  I'm  interested  in  your  views  on 
whether  legislation  is  necessary.  A  lot  of  people  think  so. 

President  Clinton  I  believe  is  to  be  commended  and  to  be  cred- 
ited for  attempting  to  address  this  credit  crunch  through  a  series 
of  regulatory  actions  which  you  will  be  right  in  the  midst  of.  How- 
ever, many  of  the  provisions  causing  the  credit  crunch  are  statu- 
torily imposed,  as  you  know  as  a  lawyer,  and  cannot  be  corrected 
through  regulatory  action. 

I'm  interested  in  whether  or  not  you  have  identified  at  this  point 
in  time,  and  you  may  not  have,  certain  provisions  that  should  be 
repealed  or  modified  in  order  to  alleviate  the  credit  crunch. 

I  know  of  no  problems  with  your  nomination  and  I  look  forward 
to  supporting  it. 

The  Chairman.  Thank  you,  Senator  Shelby. 

Senator  Murray. 


OPENING  COMMENTS  OF  SENATOR  PATTY  MURRAY 

Senator  Murray.  Thank  you,  Mr.  Chairman,  for  having  this 
hearing,  and  I  along  with  my  colleagues  welcome  you  today  and 
look  forward  to  the  testimony. 

I  appreciated  our  conversation  yesterday  particularly  regarding 
the  credit  crunch  and  bank  regulations  and  all  that  you  will  be 
overseeing,  and  I  look  forward  to  hearing  more  this  morning. 

Thank  you. 

The  Chairman.  Thank  you. 

Senator  Boxer. 

OPENEMG  COMMENTS  OF  SENATOR  BARBARA  BOXER 

Senator  BoXER.  I  want  you  to  know  that  I  support  your  confirma- 
tion. 

Mr.  Chairman,  as  we  discussed  yesterday,  this  is  a  difficult  time. 
The  fact  is  that  some  people  say  there  is  a  credit  crunch  but  I 
worry  as  to  how  much  we  should  back  away  from  current  regula- 
tions given  our  recent  history  with  S&L's.  Banks  are  experiencing 
record  profits  because  of  the  interest  rate  spread  and  not  nec- 
essarily because  they  are  so  efficient  as  to  obviate  the  need  for  reg- 
ulation. 

I  just  don't  feel  comfortable  suggesting  that  we  can  walk  away 
from  our  current  banking  regulations.  We  have  to  walk  a  fine  line 
between  proper  regulation  and  good  lending  practices.  I  certainly 
look  forward  to  your  leadership  and  in  telling  us  what  your  views 
are  and  how  you  think  we  should  proceed  from  here. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you  very  much. 

Senator  Bennett. 

OPENING  STATEMENT  OF  SENATOR  ROBERT  F.  BENNETT 

Senator  Bennett.  Thank  you,  Mr.  Chairman. 

Mr.  Ludwig,  we  haven't  had  the  opportunity  of  meeting,  but  as 
I  looked  through  your  resume  I'm  impressed  and  intend  to  support 
your  nomination. 

The  only  comment  I  would  have  on  the  issue  of  regulatory  excess 
or  laxness  or  whatever  is  that  in  my  experience  these  things  are 
more  subtle  and  they  are  more  human  than  they  are  regulations 
on  paper.  There  is  a  tone  that  gets  set,  and  it  usually  gets  set  at 
the  top. 

People  in  the  field  respond  to  that  tone,  and  if  the  tone  is  one 
of  get  tough  and  get  the  wrongdoers,  I  will  support  you  no  matter 
how  tough  you  get.  The  people  down  in  the  field  respond  to  that 
tone. 

If  the  tone  is,  hey,  guys,  let's  use  some  common  sense  and  do 
what  makes  sense  for  the  industry,  don't  stav  the  extra  3  or  4  days 
in  a  bank  or  in  a  regulatory  circumstance  if  it's  clear  to  you  there 
is  really  nothing  wrong  here,  sign  off  and  move  on  to  other  things, 
the  people  in  the  field  respond  to  that  tone  as  well. 

I  know  in  a  confirmation  circumstance  the  attitude  is  you  bet. 
Senator,  we  will  make  the  right  decisions  and  we  will  do  the  right 
thing  in  the  right  circumstance.  So  I  won't  put  you  through  the 
process  of  having  to  make  those  kinds  of  obvious  statements. 


But  I  would  just  ask  you  to  think  in  those  kinds  of  human  terms 
as  opposed  to  the  strict  regulatory  terms  of  what  goes  on  paper. 
The  kind  of  tone  you  set  as  the  head  of  this  agency  will  reflect 
through  the  whole  organization,  and  I  ask  you  to  think  in  those 
kinds  of  human  terms. 

Try  to  put  yourself  in  the  position  of  the  people  who  are  being 
regulated  and  say  how  would  I  like  to  be  treated  if  I  were  in  this 
circumstance  and  what  kind  of  regulatory  action  would  I  think  was 
fair.  And  if  you  can  have  that  kind  of  attitude  in  your  office,  it  will 
permeate  the  entire  organization. 

So  with  those  few  gentle  words  of  wisdom,  Mr.  Chairman,  I  ex- 
press my  support  for  Mr.  Ludwig's  confirmation  and  go  on  the 
record  as  being  prepared  to  vote  Aye. 

The  Chairman.  Thank  you,  Senator  Bennett. 

Senator  Domenici. 

OPENING  STATEMENT  OF  SENATOR  PETE  V.  DOMENICI 

Senator  Domenici.  Well,  Mr.  Chairman,  I  have  read  the  nomi- 
nees' background  and  there  is  no  doubt  in  my  mind  that  he  has  the 
experience  and  qualifications  to  handle  this  job,  and  I'm  going  to 
vote  for  him. 

I'm  concerned,  and  we'll  do  a  little  more  on  this  subject  when  we 
get  to  questions,  but  I'm  very  pleased  that  the  President  has  indi- 
cated that  he  wants  to  try  to  get  to  the  bottom  of  the  credit  crunch 
especially  for  small  business,  and  I  understand  obviously  you're 
here  today  to  indicate  that  you  wholeheartedly  support  that  or  you 
wouldn't  be  here. 

I'm  worried  that  if  we  don't  change  any  laws  and  the  habits  of 
examiners  in  the  field,  not  at  your  level,  that  we  won't  achieve 
what  the  President  is  trying  to  achieve. 

I  recall  very  big  and  powerful  meetings  2  or  3  years  ago  with  the 
regulators  and  their  bosses  like  you  where  the  examiners  have 
been  told  to  do  very  much  the  thing  that  the  President  is  propos- 
ing. 

The  problem  has  been  that  those  who  do  the  auditing  and  pass 
judgment  on  the  propriety  of  banks'  activities,  they  won't  change 
their  attitudes.  They're  still  out  there  doing  the  same  old  thing  and 
scaring  everybody  to  death  and  being  so  specific  about  their  way 
of  evaluating  that  the  banks  can't  make  the  loans. 

As  a  result,  banks  are  investing  their  money  instead  of  lending 
their  money,  and  surely  you  want  to  change  that.  I'm  sure  you 
don't  want  our  banks  buying  up  all  the  Treasury  bills.  You  want 
them  to  buy  some  because  they  always  did,  but  you  want  them  to 
make  loans. 

So  I  compliment  the  President  on  your  nomination.  I  look  for- 
ward to  working  with  you  and  I  remain  very  concerned  and  say 
this  because  I  want  to  be  helpful.  We  have  to  change  something 
that  will  make  your  job  effective  at  the  grass  roots  with  those  who 
are  doing  the  inspections  and  the  auditing  so  you've  got  an  ally. 

I  think  the  time  is  now  to  get  some  money  into  the  small  busi- 
ness community,  and  I  don't  think  it  ought  to  suffer  under  undue 
reprisals,  and  you're  trying  to  do  something  about  that.  The  mul- 
tiplicity of  examinations,  I  mean  one  agency  comes  along  and  3 
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months  later  there  is  another  one.  There  should  be  better  coordina- 
tion and  cooperation. 

So  with  that,  Mr.  Chairman,  I'm  truly  delighted  that  we're  fi- 
nally going  to  get  a  Comptroller,  and  I  look  forward  to  working 
with  you. 

Thank  you  very  much. 

The  Chairman.  Thank  you,  Senator  Domenici. 

Senator  Bond. 

OPENING  STATEMENT  OF  SENATOR  CHRISTOPHER  S.  BOND 

Senator  Bond.  Thank  you,  Mr.  Chairman. 

I  apologize  for  arriving  late,  and  I  may  say  some  of  the  things 
that  some  of  my  colleagues  have  already  said.  But,  first,  I  want  to 
welcome  Gene  Ludwig.  I  am  an  alumnus  of  the  law  firm  that  he 
is  leaving,  and  I  know  he  comes  with  a  great  deal  of  high  regard 
from  that  firm. 

The  question  comes  to  mind  why  would  you  leave  a  good  paying 
job  and  take  this  one  on.  There  is  some  question  about  one's  sense 
of  judgment  and  sanity.  I've  had  that  raised  with  me,  not  only  in 
that  context,  but  other  ones.  I  won't  pursue  that  any  further. 

I  would  second  what  has  been  said  by  my  colleagues  about  the 
need  to  have  responsible  and  effective,  but  reasonable  regulation. 
I  was  most  encouraged  by  the  articles  today  that  regulators  are 
going  to  ease  lending  rules. 

I  was  one  of  the  ones  who  led  the  charge  a  few  years  ago  when 
we  were  hearing  from  financial  institutions  in  my  State  and  else- 
where that  the  examiners  were  personally  overbearing  and  inter- 
fering in  normal  business  judgments. 

There  were  some  nice  joint  news  conferences  in  which  people 
said  well  we're  going  to  stop  that,  but  the  message  never  got  down 
the  line.  It  never  was  carried  out  by  the  people  who  are  actually 
in  the  field,  and  that's  going  to  require  a  good  deal  of  leadership. 

You  have  to  make  sure  that  the  banks  are  safe  and  sound,  but 
by  the  same  token  they've  got  to  do  their  job,  and  when  you  see 
the  high  numbers  of  percentages  of  assets  that  are  just  in  Grovern- 
ment  securities,  they  are  not  getting  the  loans  out  to  the  busi- 
nesses and  to  the  homeowners  who  need  them.  And  I  would  urge 
you  to  be  creative,  as  my  colleagues  have,  in  trying  to  get  that  mes- 
sage out  to  the  field  to  the  level  where  the  people  are  actually 
doing  the  job. 

Now  I  would  have  to  say,  and  I  say  this  for  all  of  us  on  this  side 
of  the  table,  I  think  one  of  the  problems  that  examiners  have  had 
is  that  even  during  the  time  when  we  were  saying  and  telling  the 
top  officials,  and  they  agreed  with  us  that  we  ought  to  lighten  up 
and  we  ought  to  be  fair  and  firm,  but  reasonable,  too  many  in  Con- 
gress were  excoriating  the  examiners,  the  staff  and  the  leadership 
of  the  agencies  responsible. 

An  examiner  who  has  been  told  at  work  that  he  should  not  be 
overbearing  or  she  should  not  be  overbearing  and  she  should  be 
reasonable  on  the  audit,  goes  home  and  sits  down  with  the  family 
to  watch  the  evening  news  and  sees  somebody  in  Congress 
pillorying  the  top  officials  in  the  regulatory  agencies  for  being  too 
lax,  that's  the  wrong  message,  and  we  have  sent  that  message.  Too 


often  we  have  used  hearings  on  financial  regulatory  matters  as  an 
opportunity  to  beat  up  on  the  people  who  come  before  us. 

I  think  that  that  has  caused  some  of  the  problems,  and  I  hope 
that  we  can  be  more  responsible  and  I  hope  we  will  not  hear  the 
same  kind  of  policies  being  developed  as  a  result  of  the  attacks  that 
have  been  made  by  Congress.  So  while  you  have  a  tough  job,  I 
think  it's  important  for  all  of  us  to  recognize  that  Congress  bears 
a  strong  responsibility  for  it  as  well,  and  I  will  be  willing  to  speak 
out  if  we  see  that  continuing  because  I  think  that  makes  your  job 
of  turning  the  attitudes  around  impossible. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you.  Senator  Bond. 

Mr.  Ludwig,  let  me  now  ask  you  to  stand  and  raise  your  right 
hand  and  I'll  administer  the  oath  to  you. 

[Mr.  Ludwig  stands  and  raises  his  right  hand.  Whereupon,  Eu- 
gene Allan  Ludwig  was  duly  sworn  by  The  Chairman  as  follows:] 

The  Chairman.  Do  you  swear  that  the  testimony  you  are  about 
to  give  is  the  truth,  the  whole  truth  and  nothing  but  the  truth,  so 
help  you  Cxod? 

Mr.  Ludwig.  I  do. 

The  Chairman.  Do  you  agree  to  appear  and  testify  before  any 
duly  constituted  committee  of  the  Senate? 

Mr.  Ludwig.  Yes,  I  do. 

The  Chairman.  Very  good. 

Let  me  again  welcome  you,  and  we're  delighted  that  you're  hear 
and  that  you've  got  members  of  your  family  that  Senator  Wofford 
made  reference  to,  but  if  you  want  to  make  reference  to  them,  we 
would  certainly  invite  you  to  do  that.  We  would  like  you  now  to 
make  whatever  opening  comments  you  would  like  to  make  to  us. 

STATEMENT  OF  COMPTROLLER  DESIGNATE,  EUGENE  ALLAN 

LUDWIG 

Mr.  Ludwig.  Thank  you  very  much,  sir. 

Mr.  Chairman  and  members  of  the  committee,  I  am  pleased  to 
be  here  today,  and  I  would  like  to  thank  you,  sir,  and  this  commit- 
tee, as  well  as  the  Clinton  administration,  for  expediting  this  con- 
firmation hearing. 

I  would  also  like  to  thank  Senator  Wofford  for  coming  to  intro- 
duce me,  and  had  I  known  that  Senator  D'Amato  would  claim  me 
as  a  son  of  Brooklyn,  where  I  was  born,  I  would  have  asked  the 
New  York  Senator  as  well. 

I  would  like  to  begin  by  introducing  to  you  my  wife,  Carol,  my 
daughters,  Abigail  and  Elizabeth,  my  mother,  Louise  Ludwig,  and 
brother,  Kenneth,  and  sister-in-law,  Adrian  who  are  here  with  me 
today. 

Mr.  Chairman  and  members  of  the  committee,  for  the  last  20 
years  I  have  dealt  with  a  broad  cross-section  of  banking  issues.  I 
have  written  on  these  banking  policy  matters  for  scholarly  journals 
and  trade  publications,  lectured  on  them  at  several  universities, 
participated  in  the  State  Department's  Study  Group  on  Promissory 
Notes  and  Bills  of  Exchange,  and  actively  practiced  law  in  this 
area. 

For  much  of  this  period,  I  followed  and  wrote  about  the  workings 
of  this  committee  for  a  newsletter  that  I  edited  for  clients  and  a 
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journal  on  whose  editorial  board  I  served.  As  a  result,  I  gained  a 
great  deal  of  respect  for  the  committee  and  the  serious  way  in 
which  it  deals  with  the  important  financial  issues  of  our  time.  Hav- 
ing viewed  this  committee  from  the  outside  for  so  long,  I  am  par- 
ticularly honored  to  be  here  before  it  today. 

I  am  also  honored  to  have  been  nominated  by  President  Clinton 
and  look  forward  to  working  with  his  administration  and  the  fine 
men  and  women  of  the  other  bank  regulatory  agencies  and  the  ex- 
cellent Bentsen  Treasury  Department.  I  have  known  the  President 
for  more  than  25  years  and  have  the  deepest  respect  and  affection 
for  him  and  for  the  First  Ladv.  I  appreciate  the  opportunity  that 
he  has  given  me  to  work  in  nis  administration  and  to  serve  my 
country. 

If  confirmed,  I  also  look  forward  to  working  with  this  committee 
and  all  its  members — Republicans  and  Democrats.  I  do  not  see  fi- 
nancial services  as  a  partisan  issue.  Rather,  it  is  an  area  in  which 
we  must  all  make  sense  out  of  a  great  deal  of  technical  complexity. 
That  complexity,  if  handled  correctly,  can  open  great  opportunities 
for  the  Nation  and  its  people.  If  handle  incorrectly,  however,  it  can 
lead  to  problems  that  will  affect  us  all,  both  in  familiar  ways  and 
ways  that  are  less  apparent. 

There  are  several  areas  I  will  focus  on  if  confirmed,  and  I  would 
like  to  highlight  some  of  these  for  you  today. 

First,  I  will  devote  a  great  deal  of  time  and  energy  to  eliminating 
discrimination  in  our  financial  services  system.  As  a  Nation,  we 
should  not  tolerate,  and  as  Comptroller  I  will  not  tolerate,  discrimi- 
nation. Credit  and  other  banking  decisions  simply  cannot  be  made 
on  the  basis  of  where  a  person's  parents  came  from,  the  color  of  his 
or  her  skin,  his  or  her  religion  or  gender.  I  want  to  assure  you  that 
as  Comptroller  I  will  work  to  remove  discrimination  from  our  fi- 
nancial system,  root  and  branch. 

Second,  if  confirmed,  I  want  the  Office  of  the  Comptroller  to 
focus  particular  attention  on  the  structure  and  function  of  the 
banking  system  from  a  long-term  perspective.  As  we  are  all  pain- 
fully aware,  the  industry  has  iust  been  through  a  difficult  period. 
Happily,  bank  profitability  and  capital  are  finally  up,  thanks  in  no 
small  part  to  the  work  of  the  members  of  this  committee.  However, 
in  today's  fast-moving  markets,  driven  by  shrinking  distances,  un- 
paralleled technological  change  and  changing  consumer  needs  and 
tastes,  we  cannot  take  these  recent  positive  developments  in  the 
banking  industry  for  granted.  We  must  look  beyond  the  next  sev- 
eral months  or  even  several  years  to  detect  the  next  bumps  in  the 
road. 

Developing  this  vision  of  the  future  direction  of  the  banking  in- 
dustry specifically,  and  the  financial  services  sector  in  general,  is, 
I  believe,  a  critical  role  for  the  Comptroller's  Office.  It  is  critical  as 
a  basis  for  a  truly  safe  and  sound  banking  system.  Let  me  also  say 
that  in  developing  this  vision  of  the  future,  I  very  much  want  to 
interact  with  the  ideas  and  insights  of  the  members  and  staff  of 
this  committee. 

Third,  if  confirmed,  I  intend  to  somewhat  reorient  the  examina- 
tion function.  My  experience  tells  me  that  most  of  the  OCC's  exam- 
iners are  well-trained,  hard-working  professionals  who  take  their 
jobs  seriously.  But,  the  examination  process  can  be  improved.  It 
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can  be  improved,  I  believe,  by  looking  at  institutions  with  an  eye 
to  what  is  likely  to  happen  in  the  future  instead  of  focusing  quite 
as  much  on  the  past.  Further,  the  examiner  should  see  a  critical 
part  of  his  or  her  function  as  clearly  communicating  to  the  institu- 
tion's senior  management  what  he  or  she  has  learned  about  the  fu- 
ture prospects  of  that  institution  and  how  the  institution  can  avoid 
upcoming  problems. 

Fourth,  if  confirmed,  I  will  focus  more  of  the  agency's  effort  to- 
ward identifying  behaviors  and  products  that  pose  serious  risks  to 
the  banking  industry.  It  is  human  nature  to  refight  past  battles, 
and  there  is  always  the  danger  of  overregulating  in  some  areas 
while  failing  to  identify  new  areas  that  pose  risks  to  an  institution 
and  the  system.  If  confirmed,  I  very  much  want  to  foster  creative 
thought  about  legitimate  risks  and  how  those  risks  can  best  be  reg- 
ulated. 

This  brings  me  to  my  final  point.  Maintaining  safety  and  sound- 
ness should  not  mean  fostering  a  banking  sector  that  does  not 
serve  the  credit  needs  of  the  community.  The  banking  industry  has 
a  critical  role  to  fill  in  our  economy  in  making  credit  available  to 
creditworthy  borrowers.  And,  the  economy  is  not  well-served,  and 
banks  are  not  safe,  if  the  industry  does  not  effectively  play  that 
role. 

The  President's  recently  announced  program  in  this  area  is  de- 
signed to  strike  the  difficult  but  critically  important  balance  be- 
tween careful  regulation  on  the  one  hand  and  enough  leeway  on 
the  other  so  that  banks  are  allowed  to  meet  the  legitimate  credit 
needs  of  the  community.  I  believe  this  program  strikes  the  right 
balance.  And  that  is  the  balance  I  will  work  hard  to  maintain  if 
I  am  confirmed  as  the  next  Comptroller. 

Once  again,  I  want  to  thank  you,  Mr.  Chairman, and  members  of 
the  committee,  for  your  prompt  consideration  of  my  nomination.  If 
I  am  confirmed,  I  very  much  want  to,  and  I  look  forward  to,  work- 
ing with  you  and  the  other  members  of  this  committee.  I  would  be 
pleased  to  answer  any  questions  you  might  have. 

The  Chairman.  Very  good.  Thank  you.  It's  a  good  statement  and 
it's  to  the  point. 

I  want  to  really  raise  two  questions  with  you  at  the  outset,  and 
I  think  it's  important  that  we  have  a  benchmark  on  some  of  the 
key  issues  that  are  before  this  committee.  They  have  been  before 
this  committee  for  some  time.  There  is  a  certain  understandable 
tension  in  terms  of  how  our  system  is  to  be  balanced  and  how  it's 
to  work.  Let  me  cite  four  of  these  issues  as  a  package  and  then  let 
you  deal  with  them  in  whatever  manner  you  think  is  best. 

I  want  you  to  discuss  with  us  the  historical  barrier  separating 
banking  and  commerce,  which  is  one  major  issue  that  we  faced  in 
the  last  banking  reform  bill,  and  also  the  issue  of  Glass-Steagall  re- 
form, which  we've  dealt  with  a  number  of  times.  We  had  it  in  a 
bill  that  we  sent  from  the  committee  to  the  Senate.  The  House  with 
a  somewhat  different  committee  structure  did  not  deal  with  that 
issue.  Nevertheless,  that  issue  is  very  much  out  there  as  a  central 
issue,  if  you  will. 

There  are  two  others,  interstate  banking,  which  also  is  very 
much  an  issue  in  play  (we  see  certain  evolutionary  developments 
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going  on  there)  and  then  finally  the  permissible  insurance  activities 
of  banks  is  another  issue. 

So  I  think  this  cluster  of  four  really  capture  the  core  elements 
of  a  lot  of  the  debate  about  what  should  banking  be  and  how 
should  it  be  done. 

But  on  these  issues:  the  separation  of  banking  and  commerce; 
Glass-Steagall  repeal;  permissible  insurance  activities  by  banks; 
and  interstate  banking,  can  you  give  us  a  sense  or  your  orientation 
as  you  look  down  the  road?  Where  is  your  thinking  on  those  issues? 

Mr.  LuDWiG.  I'm  pleased  to  do  that.  I  think  you  can't  make  a  de- 
cision on  the  powers  and  interstate  issues  until  you  have  a  frame- 
work in  which  to  understand  the  future  of  the  system.  That's  why 
I  place  such  heavy  emphasis  on  the  Comptroller's  shop  looking  at 
these  issues  in  a  context  of 

The  Chairman.  Let  me  have  you  pull  the  mike  a  little  closer  so 
they  hear  you  better  in  the  back  of  the  room. 

Mr.  LuDWiG.  I  think  you  can't  fully  appreciate  the  powers  and 
interstate  issues  if  you  don't  have  a  framework  in  which  to  see  our 
banking  system  over  the  long  haul.  On  the  one  hand,  banks  are 
making  profits;  their  capital  is  up,  thanks  in  no  small  measure  to 
the  members  of  this  committee.  At  the  same  time,  if  you  look  his- 
torically at  the  industry,  you  see  the  percentage  of  credit  market 
assets  in  our  society  that  are  held  by  banks  declining  from  the 
1970's  from  40  percent  of  the  total  assets  under  management  down 
to  28  percent  of  those  assets.  So  there  has  been  a  dramatic  change 
in  the  industry.  There  also  has  been  a  change  in  the  activities  the 
industry  has  engaged  in  and  the  amount  of  loans  they  are  actually 
making. 

There  has  been  this  tremendous  change,  and  you  can't  decide  the 
power  issues,  it  seems  to  me,  or  the  interstate  issue,  until  you  un- 
derstand not  just  what  has  happened,  which  is  pretty  dramatic,  but 
where  the  industry  is  going.  Is  the  trend  line  going  to  continue, 
and  what  are  banks  going  to  be  able  to  do  in  the  future,  particu- 
larly considering  the  number  of  banks  we  have?  There  are  roughly 
12,500  banks,  and  if  you  look  at  insured  institutions,  there  are  ap- 
proximately 15,000.  So  I  would  intend  to  study  that  question.  It's 
very  important. 

Now,  I  think  powers  are  somewhat  different  than  interstate  in 
this  regard.  Powers  raise,  it  seems  to  me,  more  directly  the  issue 
of  safety  and  soundness  because  banks  are  engaging  in  new  activi- 
ties, activities  they  haven't  had  experience  in.  And,  we  do  have  the 
experience  of  the  S&L  situation. 

The  interstate  issue,  it  seems  to  me,  is  a  little  less  of  a  safety 
and  soundness  issue  than  it  is  the  culture  of  our  country.  I  grew 
up  in  a  small  town,  and  the  local  banker  was  a  respected  member 
of  the  community.  I  remember  when  my  dad  got  his  first  loan  for 
the  professional  center  that  he  built.  His  was  a  very  personal  rela- 
tionship with  his  banker,  and  it  mattered.  I  don't  think  our  country 
is  prepared  right  now  to  give  up  the  community  banks,  nor  nec- 
essarily should  we. 

But  the  tension  on  the  interstate  issue  is  the  tension  of  culture 
between  community  banks  on  the  one  hand  and  efficiency  on  the 
other.  Efficiency  for  an  interstate  system  seems  to  me  also  of  criti- 
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cal  importance  because  a  lack  of  efficiency  means  a  lack  of  services 
and  products  for  consumers. 

In  addition,  I  would  say  on  the  interstate  issue  that  we  do  have 
one  nation,  and  it  has  always  seemed  rather  peculiar  to  me  that 
we  balkanize  the  banking  industry  where  we  don't  balkanize  much 
of  anything  else.  So  this  is  clearly  an  area  that  deserves  a  great 
deal  of  attention,  and  I  certainly  intend  to  focus  on  it. 

The  Chairman.  Well  those  are  issues  we  could  discuss  the  rest 
of  the  morning. 

I  want  to  use  the  time  I  have  left  on  the  issue  of  regulatory  bur- 
den. There  is  a  story  in  the  paper  today,  and  I  think  reference  has 
been  made  to  it,  because  it's  in  the  series  of  banking  clips  we  sent 
around  to  the  members  each  morning.  You  probably  have  seen  it, 
"Bank  Regulators  Ease  Lending  Rules  For  Small  Business."  It  lays 
out  in  some  detail  this  phase  of  the  implementation  of  the  Presi- 
dent's recent  policy  statement  that  deals  with  the  part  of  the  credit 
crunch  that  he  thinks  is  a  result  of  the  system  not  working  prop- 
erly. 

Can  you  tell  me  what  the  timetable  is  for  implementing  this  reg- 
ulatory relief  program  administratively?  What  additional  steps,  if 
any,  do  you  think  ought  to  be  taken  to  reduce  really  an  unjustified 
paperwork  burden  facing  banks? 

Mr.  LUDWIG.  The  President  announced  in  his  program  that  it 
would  be  implemented  within  three  months,  and,  as  far  as  I  know, 
having  talked  to  the  regulatory  agencies,  they  intend  to  keep  to 
that  timeframe. 

But  the  program  really  goes  beyond  that.  In  addition  to  the  spe- 
cific steps  that  are  set  out,  the  President  talked  about  the  paper- 
work burden  and  regulatory  reduction.  I  think  that's  very  impor- 
tant because,  and  a  number  of  Senators  have  targeted  that,  you  are 
not  dealing  with  the  problem  by  necessarily  going  for  the  throat, 
but  dealing  with  the  capillaries. 

This  is  a  very  complex  situation  in  terms  of  lending.  It  is  a  per- 
sonal situation  in  terms  of  the  individual  examiners  and  the  psy- 
chology of  the  banks  in  the  country.  It  is  also  very  much  a  situation 
where  there  has  been  in  some  instances  too  much  burden,  too  much 
paperwork.  If  I  am  confirmed  as  Comptroller,  it  seems  to  me  that 
an  ongoing  effort  must  be  made  to  look  at  every  regulation  with  an 
eye  toward  eliminating  burden  if  it  is  not  truly  producing  a  safer 
and  sounder  banking  system. 

Too  much  burden  can  make  the  system  unsafe  and  unsound,  too, 
and  it  is  a  matter  of  care  and  painstaking  and  not  a  lot  of  fun  to 
try  to  reduce  that  burden  where  it  makes  sense,  at  the  same  time 
emphasizing  regulation  of  activities  that  are  genuinely  risky. 

The  Chairman.  Senator  D'Amato. 

Senator  D'Amato.  Mr.  Chairman,  let  me  say  that  I  find  Mr.  bud- 
wig's  comments  on  the  totality  of  the  financial  services  interesting 
and  I  could  listen  to  him  on  and  on  and  on  because  I  think  he  has 
a  tremendous  grasp  of  this  whole  area,  the  complexities.  You  push 
at  one  end  and  you  hear  the  problem  or  the  possibility  of  it,  and 
I'm  looking  forward  to  working  with  him. 

Let  me  reiterate  again,  I  hope  that  we  can  get  him  in  this  posi- 
tion before  we  go  home,  and  I  will  speak  to  the  Minority  Leader 
and  I  assume  you  will  speak  to  the  Majority  Leader  to  see  if  we 
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can  get  the  necessary  waivers  hopefully  this  week  before  the  week 
is  completed.  I'm  not  going  to  ask  any  questions  at  this  time. 

Mr.  LUDWIG.  Thank  you,  sir. 

The  Chairman.  Senator  Shelby. 

Senator  Shelby.  Thank  you. 

I  would  like  to  follow  up  briefly  on  the  questions  that  I  raised 
in  my  opening  statement.  Do  you  believe  that  the  current  regu- 
latory environment  is  responsible  for  the  credit  crunch  or  at  least, 
that  a  great  deal  of  responsibility  lies  there? 

Mr.  LuDWiG.  Sir,  I  think  the  credit  crunch  is  a  sectoral  and  very 
complex  phenomenon,  and  its  causes  are  somewhat  masked  by  the 
economy  having  been  in  recession.  Some  bankers  will  say  there 
isn't  a  credit  crunch,  and  other  bankers  I've  talked  to  say  that 
there  is  a  terrible  credit  crunch  and  it's  caused  by  the  examiners. 
I  think  both  comments  are  right. 

There  is  no  doubt  that  they  are  doing  a  good  job,  but  examiners 
are  human,  and  in  some  cases  they  have  been  impolite  and  have 
scared  the  hell  out  of  some  bankers.  I  think  it's  important  to  ad- 
dress those  issues.  The  President's  program  has  an  appeals  process 
in  it  to  give  bankers  an  opportunity  to  voice  grievances. 

Clearly,  there  has  been  an  increasing  burden  on  banks  in  terms 
of  paperwork  and  other  regulation.  At  the  same  time,  it  is  a  deli- 
cate system;  it's  a  system  that  has  been  out  of  balance,  and  careful 
regulation  of  the  system  is  warranted. 

Senator  Shelby.  Do  you  believe  that  a  lot  of  the  reaction  by  the 
examiners,  the  regulators  has  come  from  legislation  mandating  this 
and  then  horror  stories  have  just  scared  them?  I  know  they  tight- 
ened up  all  at  once  in  different  areas  of  regulation.  They  have  criti- 
cized loans  that  were  performing  and  they  have  done  these  things. 
You've  familiar  with  this  because  of  your  background  as  a  lawyer 
in  dealing  with  it. 

Mr.  LuDWiG.  I  have  had  experience.  I've  been  in  banks  and  de- 
fended banks. 

Senator  Shelby.  There  are  some  horror  stories  out  there. 

Mr.  LuDWiG.  Banks  examiners  are  human  like  the  rest  of  us. 
They  read  the  paper,  and  they  see  what  goes  on  in  the  country  gen- 
erally. One  thing  I  want  to  emphasize  to  them,  if  confirmed,  is  that 
their  advancement  should  not  be  predicated  on  how  tough  or  con- 
servative they  are.  It  should  be  predicated  on  the  judgment  they 
use.  We  want  a  safe  and  sound  banking  system,  and  we  must  have 
a  safe  and  sound  banking  system.  At  the  same  time,  a  knee-jerk 
reaction  to  take  the  toughest  line  or  the  most  conservative  line  is 
not  always  the  right  answer,  and  we're  looking  for  the  right  an- 
swer. 

Senator  Shelby.  Do  you  believe  that  bank  lending  officers  should 
have  some  discretion  not  having  to  fit  in  a  grid,  as  I  described  ear- 
lier, in  making  the  loans? 

Mr.  LuDWiG.  Sir,  the  President's  first  initiative  announced  yes- 
terday is  designed  to  give  lending  officers  wide  latitude  in  a  portion 
of  the  portfolio  to  use  their  judgment.  In  the  case  of  the  best  banks, 
the  banks  that  have  shown  they  have  good  judgment  and  are  well 
capitalized  and  have  good  ratings,  it  gives  them  broader  leeway 
than  in  the  past,  and  I  think  that  will  be  very  helpful  to  address 
the  issue  that  you're  concerned  about. 
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Senator  Shelby.  I  don't  know  if  you  have  an  opinion  as  of  now, 
but  I'm  sure  you  will  as  you  get  into  your  job.  What  portion  of  this 
problem  can  be  addressed  through  regulatory  actions  like  you're 
doing,  like  the  policy  that  was  announced  by  the  White  House, 
which  I  applaud,  and  what  portion  of  the  problem  will  require  some 
changes  in  the  law?  Are  we  going  to  work  together  on  this? 

Mr.  LuDWiG.  Yes,  sir.  The  staff  and  members  of  this  committee 
worked  long  and  hard  on  FIRREA  and  FDICIA  and  by  and  large, 
and  maybe  totally,  did  a  wonderful  job.  This  is  a  very  hard  area 
to  legislate  in  and  regulate.  At  the  same  time,  as  I  indicated,  it 
seems  to  me  it's  a  capillary  problem.  It's  an  area  of  great  complex- 
ity, and  one  has  to  take  things  piece  by  piece.  Right  now,  I  think 
there  is  a  great  deal  that  can  be  done  administratively  in 
humanizing  the  examination  process  and  making  sure  examiners 
understand  the  people  they  regulate  are  human  beings.  Examiners 
have  done  a  good  job,  and  they  are  serious  professionals,  but  at  the 
same  time  we  will  be  looking  to  see  whether  in  certain  areas  other 
changes  have  to  be  made. 

Senator  Shelby.  I  basically  believe  you  can't  eliminate  risk  in 
banking.  You  try  to  minimize  the  risk  in  lending,  but  there  will  al- 
ways be  some  risk  in  lending.  Do  you  agree  with  that? 

Mr.  LuDWiG.  There  is  no  doubt  that  the  financial  services  sector, 
like  other  sectors  of  the  economy,  has  elements  of  risk  and  you  can- 
not squeeze  all  the  risk  out  of  it  without  straitjacketing  tne  econ- 
omy. There  is  going  to  be  risk. 

Senator  Shelby.  That's  why  you  have  strong  capital  require- 
ments in  it  and  internal  controls  to  try  to  minimize  that. 

Mr.  LuDWiG.  That's  right.  That  is  why  there  are  strong  capital 
requirements.  Many  of  them  came  in  FDICIA,  which  tried  to  mini- 
mize those  risks,  but  you  can't  eliminate  risk  altogether.  There  is 
going  to  be  some  risk. 

Senator  Shelby.  The  FDIC  Improvement  Act,  as  I  understand  it, 
also  directs  auditors  to  attest  and  agree  that  banks  are  meeting 
safety  and  soundness  requirements.  In  my  view,  placing  the  re- 
quirement on  auditors  means  that  auditors  will  discourage  banks 
from  assuming  risk,  and  this  will  adversely  affect  the  availability 
of  credit.  That's  basically  what  I  was  alluding  to  a  minute  ago. 
What  is  your  view  there? 

Mr.  LUDWiG.  I  think  we  have  to  look  at  it  very  carefully.  The  role 
of  auditors  in  banks,  and  disclosure  as  well,  is  a  very  critical  func- 
tion in  our  society,  and  the  independent  auditor's  role  is  very,  very 
important.  How  to  balance  that  role  with  the  bank's  own  judgment 
and  with  the  necessary  disclosures  that  have  to  be  made  for  securi- 
ties and  other  purposes  is  a  very  complex  area,  and  it's  a  very  im- 
portant area  for  us  to  look  at. 

Senator  Shelby.  What  I  would  like  to  do  is  some  of  us  meet  with 
you  after  you  are  confirmed  and  go  over  various  aspects  of  proposed 
legislation.  Would  you  be  willing  to  do  that? 

Mr.  LuDWiG.  I  would  certainly  be  willing  to  meet  with  you,  and 
I  look  forward  to  working  with  you. 

Senator  Shelby.  Thank  you. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you.  Senator  Shelby. 

Senator  Bond. 
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Senator  Bond.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Ludwig,  following  along  the  line  that  Senator  Shelby  has 
been  discussing  with  you,  you  have  an  interesting  perspective.  You 
have  come  from  the  area  where  it  is  alleged  that  we  have  imposed 
an  unnecessary  burden.  We've  talked  about  the  regulatory  atmos- 
phere and  attitudes.  There  are  quite  a  few  people,  as  Senator  Shel- 
by indicated,  who  believe  that  legislatively  we  have  gone  too  far. 
We  have  put  in  place  laws  of  such  complexity  and  in  such  detail 
that  it  really  does  impose  a  burden  on  the  banks. 

One  banker  in  a  small  Missouri  community  stacked  up  all  of  the 
reports  that  his  bank  was  required  to  file  with  the  Federal  Govern- 
ment each  year  and  he  had  a  contest  to  see  which  of  his  customers 
could  guess  how  much  they  weighed.  The  weight  was  57  pounds. 
Now  I  think  just  taking  a  look  at  it  in  general  you've  got  to  say 
57  pounds  worth  of  reports  is  excessive. 

Do  you  see  areas  where  we  really  need  again  to  change  and  sim- 
plify and  reduce  the  statutory  burdens  and  the  statutory  provisions 
and,  if  so,  what  are  they,  where  are  they  and  which  ones  do  you 
feel  are  causing  the  greatest  unnecessary  burden? 

Mr.  Ludwig.  Sir,  I  don't  mean  to  duck  the  question,  but  I'm  real- 
ly not  prepared  yet  to  go  statute  by  statute. 

I  would  say  this,  though,  that  the  Comptroller's  shop  has  been 
leaderless  for  some  time,  during  implementation  of  a  complex  stat- 
ute like  FDICIA.  I  think  a  regulator  can  do  quite  a  lot  to  draw  the 
right  line,  quite  a  lot  more  than  has  been  done,  to  minimize  some 
of  the  serious  burdens  that  banks  have  been  concerned  about.  It  is, 
it  seems  to  me,  an  area  of  the  capillaries,  and  it's  no  fun. 

You  asked  the  right  question.  I  mean,  how  sane  am  I  to  go 
through  the  regulations  meticulously,  one  by  one,  and  I  think  you 
have  to  go  through  them  individually,  to  see  what  can  be  taken  off 
that  makes  sense  and  doesn't  threaten  the  safety  and  the  sound- 
ness of  the  system? 

It's  a  bit  like  the  doctor  who  has  already  given  the  patient  medi- 
cine. We  have  to  be  very  careful  that  this  current  medicine  has  a 
chance  to  work  before  we  give  a  new  dose  of  medicine.  I  mean  it's 
an  area  for  care  and  study,  and  I  intend  to  give  it  that  care  and 
study. 

Senator  Bond.  Well  I  would  be  willing  to  say  that  maybe  we 
ought  to  pump  the  stomach  out  and  give  the  patient  an  opportunity 
to  try  to  start  breathing  on  his  own  and  apply  only  that  medicine 
that  is  needed.  But  let  me  ask  from  your  prior  perspective,  do  you 
think  it's  too  complicated? 

Mr.  Ludwig.  It's  incredibly  complicated. 

Senator  Bond.  I  realize  there  is  a  conflict  of  interest  because  I 
know  how  much  money  you  guys  make  in  trying  to  help  people 
weave  their  way  through  it. 

[Laughter.] 

But  from  a  policy  standpoint  Congress  has  overlegi slated  in  too 
great  a  detail,  or  at  least  that's  my  view.  Would  you  concur  with 
that? 

Mr.  Ludwig.  You've  anticipated  my  joke  and  told  it  better. 

[Laughter.] 

Senator  Bond.  My  apologies. 
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Mr.  LuDWiG.  The  fact  is  that  our  citizens  really  ought  to  be  able 
to  get  through  life  on  the  basis  of  their  own  reading  of  statutes  and 
regulations  and  not  have  to  hire  lawyers  at  high  prices  to  tell  them 
what  to  do.  A  banker  I  know  pointed  out  to  me  a  regulation  which 
was  over  a  hundred  pages  long.  Now,  that's  regulation,  and  the 
question  is,  and  it's  a  difficult  question,  how  much  can  you  mini- 
mize that  and  make  it  readable  yet  still  be  precise  and  accurate? 
It's  a  very  hard  thing  to  do,  but  it  is  a  very  important  thing  to  do. 
I  totally  agree  with  you.  Maybe  we  do  come  to  the  conclusion  that 
we  need  to  have  the  patient's  stomach  pumped,  but  I'm  not  quite 
there  yet,  and  I  hope  the  patient  will  revive  without  that. 

Senator  BOND.  If  you  will  commit  to  us  that  you  will  work  with 
us  and  help  us  clean  up  our  act,  I  will  support  you  100  percent  be- 
cause I  am  very  much  concerned  when  we  put  out  bills  of  such 
complexity  that  I  doubt  many  members  of  this  committee  and  cer- 
tainly not  many  members  of  the  entire  body  of  the  U.S.  Senate 
have  read  much  of  the  bills  there,  and  if  they  have  read  them,  they 
probably  haven't  understood  the  whole  amount. 

I  think  we  have  overlegislated,  and  I  hope  that  you  can  give  us 
some  guidance  on  how  we  can  accomplish  the  legitimate  objectives 
and  do  so  so  that  a  person  without  a  graduate  degree  and  a  law 
degree  could  understand  what  they  are  expected  to  do. 

Truth  In  Savings  is  one  that  has  been  cited  a  great  deal  to  me 
by  the  small  town  bankers.  Now  when  you  take  a  look  at  the  title, 
Truth  In  Savings,  who  can  be  against  it.  Sure  we  ought  to  provide 
information,  but  it  seems  to  me  that  we  have  gone  about  telling  the 
bankers  how  they  provide  that  information  in  such  excruciating  de- 
tail that  it  gets  lost.  Have  you  had  any  experience  with  Truth  In 
Savings? 

Mr.  LuDWiG.  Yes,  sir,  and  you're  right;  it's  an  area  that  has  be- 
come enormously  complex  with  regulation.  I  absolutely  commit  to 
you  that  I  want  to  work  with  you  and  your  staff  on  matters  like 
this.  I  think  it  is  of  critical  importance  to  the  economy,  and  layers 
upon  layers  of  complex  regulations  that  nobody  understands  do  not 
make  a  lot  of  sense.  But  I  think  we  can  deal  with  that,  and  we 
have  to  deal  with  it. 

Senator  Bond.  What  has  been  your  experience  with  the  Commu- 
nity Reinvestment  Act? 

Mr.  LuDWiG.  The  President  has  on  many  occasions  said  that  in 
the  CRA  area  what  we  need  is  performance  and  not  paperwork. 
There  is  no  doubt  that  this  is  an  area  that  requires  a  great  deal 
of  scrutiny  and  attention.  We  do  want  performance,  and  we  do 
want  institutions  to  be  able  to  fulfill  their  responsibilities  to  the 
community  in  an  objective  and  measurable  way,  and  in  a  way  that 
minimizes  what  I  would  say  is  the  process.  There  have  been  too 
many  CRA  paperwork  towers,  maybe  much  of  your  57  pounds  of 
reports  is  CRA-related.  This  is  a  vitally  important  statute.  Our 
communities  must  be  served  by  the  banks,  and  it's  critically  impor- 
tant that  performance  is  actually  forthcoming. 

Senator  Bond.  Well  we're  even  now  because  your  answer  pre- 
empted my  rhetorical  question  that  was  coming  next.  So  we're  even 
up  on  that  one. 

This  is  one  area  where  I  think  that  both  the  banks  and  the 
consumer  groups,  the  people  representing  those  who  need  the  cred- 
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it  would  agree  that  this  is  a  blizzard  of  memos,  and  everybody  has 
to  paper  their  trails  or  whatever  part  of  their  anatomy  that  needs 
to  be  papered,  and  it  is  not  nearly  as  interesting  to  the  examiners 
as  to  what  was  accomplished  as  did  you  write  the  memo.  I  get  this 
from  consumer  groups,  neighborhood  groups  as  well  as  banks. 

I  will  look  forward  to  working  with  you.  We've  had  a  number  of 
seemingly  good  ideas  offered  to  us  as  to  how  we  make  sure  we  get 
the  job  done  and  get  people  out  of  the  business  of  chopping  down 
more  trees  to  file  more  memoranda.  So  in  this  area  in  particular 
we  have  a  great  interest  in  seeing  that  we  get  the  job  done  and 
eliminate  the  paperwork  chase. 

Mr.  LUDWIG.  I  look  forward  to  working  with  you,  sir. 

Senator  Bond.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you.  Senator  Bond. 

Just  as  a  quick  follow-up,  and  then  I  want  to  go  on  down  through 
another  set  of  issues.  Some  years  ago  we  passed  legislation  that  re- 
quires that  there  be  a  standard  calculation  of  the  rate  of  interest 
charged  on  home  mortgage  loans.  So  now  there  is  a  standard  way 
in  which  that  is  done  in  every  ad  in  every  newspaper,  and  on  the 
closing  sheets.  Regardless  of  what  the  stated  rate  is,  the  rate 
charged  has  to  be  calculated  according  to  a  standard  calculation 
that  provides  an  annual  percentage  rate  and  that  is  uniform.  Every 
mortgage  lender,  no  matter  how  he  sets  up  his  lending  package  has 
to  net  it  out  so  that  consumers  can  compare  one  loan  against  an- 
other on  the  basis  of  a  very  simple  bottom  line,  namely,  the  annual 
percentage  rate.  You're  familiar  with  what  I'm  talking  about? 

Mr.  LuDWiG.  Yes,  sir. 

The  Chairman.  It  looks  to  me  as  if  that  has  worked  pretty  well. 
In  other  words,  I  don't  fmd  it  to  be  overly  complicated  and  I  think 
people  make  use  of  it.  Now  maybe  there  is  a  way  that  somebody 
with  a  diabolical  mind  can  make  it  more  complicated  than  it  needs 
to  be,  but  it  seems  to  me  that  it's  an  example  of  an  effort  to  cut 
through  some  of  the  complexity  and  avoid  some  of  the  devices  that 
are  used  to  flash  an  interest  rate  that  may  not  be  an  accurate  rep- 
resentation of  the  real  interest  charge.  It  is  a  way  to  convert  a  stat- 
ed rate  to  a  simple  standard  that  everybody  can  understand  so 
shoppers  for  mortgages  can  make  comparisons.  Now  it  seems  to  me 
that's  how  that  system  works. 

Shouldn't  we  be  able  to  do  the  same  thing  with  Truth  In  Sav- 
ings? For  example,  if  a  federally  insured  lending  institution  is  of- 
fering a  rate  on  an  account  (a  savings  account,  a  money  market  ac- 
count, a  pass  book  savings  account,  or  whatever  it  might  be) 
couldn't  the  same  clear  thinking  that  came  up  with  an  annual  per- 
centage rate  calculation  on  mortgage  lending  also  be  applied  to  de- 
posit rates?  We  would  then  have  a  standard  bottom  line  that  Mr. 
and  Mrs.  America  can  take  a  look  to  compare  what  is  being  adver- 
tised by  one  institution  and  another,  so  that  they  can  find  out  if 
the  rate  flashed  up  there  in  bright  lights  is  really  what  it  appears 
to  be  when  you  boil  it  down  to  an  annual  percentage  rate? 

Mr.  LuDWiG.  I  think  you're  moving  in  exactly  the  right  direction 
in  two  respects.  First  of  all,  there  is  no  doubt  about  the  fact  that 
disclosure  to  the  consumer,  as  well  as  disclosure  generally,  is  an 
important  part  of  the  way  our  free  market  system  works.  Second, 
the  notion  of  using  disclosure  and  other  tools  to  simplify  imprecise 
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regulations  is  a  laudable  goal  and  one  worthy  of  a  great  deal  of  ef- 
fort. Getting  there  is  the  trick,  and  it  does  seem  to  me  that  it  takes 
a  great  deal  of  effort  to  do  that  in  a  way  that  is  simple  for  the 
banks  to  understand  and  implement  and  that  also  precisely  meas- 
ures and  discloses  to  the  consumer  what  we  want  to  convey.  I'm 
glad  you  signaled  that,  and  that  is  certainly  something  that  we'll 
look  at  with  some  vigor  when  and  if  I  am  confirmed. 

The  Chairman.  I  guess  there  are  two  ways  to  look  at  it.  You 
could  have  a  policy  person  in  a  bureaucracy  somewhere  who  has 
a  diabolical  mind  and  perverse  nature  and  who  undertakes  to  make 
something  as  hideously  complex  as  it  possibly  can  be.  Or  somebody 
can  sit  down  and  say  what  we  want  is  pretty  straight  forward.  If 
an  institution  says  it  is  paying  6  percent  on  an  account,  when  in 
fact  it's  4.5  percent  because  of  a  trick  in  the  calculation,  there 
ought  to  be  a  way  to  get  an  accurate  bottom  line  and  so  people  can 
compare  the  ad  of  one  institution  as  against  the  ad  of  another  insti- 
tution in  their  local  newspaper  and  decide  whether  they  want  to 
take  their  savings. 

Some  of  the  complexity  may  comes  from  the  fact  that  we've  had 
instances  where  what  is  advertised  as  a  rate  to  people  is  not  what 
the  real  rate  is.  It's  a  puffed  up  rate.  It's  a  rate  that  looks  larger 
than  it  is.  That's  why  the  law  is  there,  and  that's  why  the 
consumer  groups  came  in  asked  for  it  because  there  had  been  a 
problem  in  that  area. 

Now  where  did  the  problem  come  from?  Did  it  come  from  the  reg- 
ulators? I  don't  think  it  did.  It  has  come  from  the  marketplace. 
That's  something  the  marketplace  would  clean  up  without  regula- 
tion, and  if  they  had  there  wouldn't  be  the  need  for  regulation.  I 
would  prefer  that  it  happen  this  way,  but  it  doesn't  happen  out 
there.  So  that's  why  we've  moved  to  standardize  the  rate,  but  that 
doesn't  mean  it  has  to  be  overly  complex. 

The  trick  here  is  to  apply  somebody  with  a  good,  solid  brain  who 
knows  how  to  use  two  syllable  words  to  develop  a  standard  that 
works  as  well  as  we  have  in  mortgage  lending. 

Let  me  ask  you  this.  This  committee  has  held  a  series  of  hear- 
ings during  this  Congress  on  access  to  credit  in  minority  and  low- 
income  communities.  They  have  painted  a  very  troubling  picture 
where  a  whole  segment  of  our  society  is  really  underserved  by  the 
mainstream  banking  system  today. 

I'm  wondering  what  specific  actions  you'll  take  as  Comptroller  of 
the  Currency  to  improve  the  enforcement  of  all  of  our  consumer 
laws,  including  the  fair  lending  in  community  investment  laws,  the 
Fair  Housing  Act,  the  Equal  Credit  Opportunity  Act  and  the  Com- 
munity Reinvestment  Act? 

Mr.  LUDWIG.  As  I  indicated  in  my  statement,  this  is  a  first  prior- 
ity for  me.  We  cannot  tolerate  discrimination.  We  must  enforce  our 
laws  fairly  and  directly. 

I  might  say  in  that  regard  that  my  responsibility  as  Comptroller 
clearly  is  to  enforce  the  laws  that  are  enacted.  I've  seen  too  many 
instances  in  Washington,  while  I  was  engaged  in  the  private  prac- 
tice of  law,  where  agencies  simply  had  not  enforced  the  laws  that 
were  passed.  We  simply  have  got  to  do  that.  That's  our  responsibil- 
ity. 
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I  might  say  in  the  consumer  compliance  area,  while  there  has 
been  enforcement,  the  fact  is  that  there  are  today  about  40  to  50 
people  at  the  Comptroller's  Office  who  devote  the  preponderance  of 
their  time  to  compliance.  That  just  is  not  enough.  There  simply 
have  to  be  more  trained  specialists  who  understand  this  area  well 
and  who  seriously  enforce  consumer  laws.  That  is  what  Congress 
has  asked;  that  is  what  Congress  expects;  and  we  simply  have  to 
do  it.  This  doesn't  mean  it  has  to  be  done  in  an  unfair  manner  or 
in  a  manner  that  isn't  concerned  with  the  problems  that  individual 
institutions  have  and  different  sectors  of  the  country  have.  But,  it's 
simply  a  responsibility  we  do  have  and  it's  a  responsibility  I  want 
to  take  very  seriously. 

The  Chairman.  Let  me  just  indicate  for  the  record  that  we  have 
established  a  quorum  this  morning  on  the  matter  of  the  nomina- 
tions of  Terry  Duvernay  and  Jean  Nolan.  Their  nominations  have 
been  reported  favorably  by  unanimous  vote,  and  we'll  convey  that 
to  the  Senate  as  a  whole  today. 

Senator  Mack. 

OPENING  STATEMENT  OF  SENATOR  CONNIE  MACK 

Senator  Mack.  Thank  you,  Mr.  Chairman,  and  I  apologize  both 
to  you  and  to  Mr.  Ludwig  for  not  being  here  earlier,  but  I  was  over 
on  the  House  side  testifying  on  the  lifting  of  the  antitrust  exemp- 
tion from  major  league  baseball  which  is  an  issue  that  is  near  and 
dear  to  my  heart.  So  again  I  apologize. 

And  I  realize  that  the  area  of  my  interest  has  probably  reallv 
been  gone  over  rather  extensively,  and  that  is  the  credit  cruncn 
and  the  various  roles.  So  I  really  just  want  to  probably  make  a 
comment  and  that's  all. 

One  of  the  things  that  I  really  faulted  the  former  administration 
on  was  their  failure  to  really  try  to  attack  this  issue.  In  my  State 
and  I  guess  probably  for  most  States  around  the  Nation  the  first 
feeling  or  first  indication  that  I  had  that  there  was  a  problem  in 
obtaining  credit  from  the  local  banking  system  was  in  January 
1990,  and  we've  debated  for  a  long  time  the  reason  for  that. 

I  guess  all  I  want  to  say  to  you  is  to  convey  to  you  that  it  is  a 
major  concern  of  mine.  We  have  seen  the  charts  that  show  that 
there  has  been  tremendous  deposit  growth,  but  that  deposit  growth 
in  essence  has  gone  into  the  purchase  of  Government  bonds.  That 
money  has  not  fiowed  back  into  local  communities  to  help  in  the 
development  of  new  businesses  and  the  creation  of  jobs.  Again  we 
can  debate  why  that  has  taken  place.  Some  have  suggested  that  it 
has  to  do  with  capital  requirements  and  how  those  capital  require- 
ments are  treated  in  relation  to  risks  within  the  banking  system. 

But  I  just  want  to  convey  to  you  the  importance  that  I  feel  with 
respect  to  creating  an  environment  in  our  banking  community  that 
enables  banks  to  lend  money. 

And  I  would  also  like  to  discuss  with  you  at  some  point  in  the 
future  the  possibility  of  establishing  some  form  of  appeal,  if  you 
will,  for  banks  and  bankers  that  have  a  different  point  of  view  than 
the  examiner  that  shows  up  to  examine  their  bank. 

It  is  amazing  to  me  the  number  of  bankers  that  I  have  heard 
during  the  last  several  years  who  will  come  to  me  and  tell  me  sto- 
ries about  what  happened  in  their  particular  bank,  but  absolutely 


21 

refuse  to  make  those  statements  public  for  the  fear  of  retribution, 
and  I  think  that's  an  important  point. 

I  think  that  a  banker  ought  to  be  able  to  appeal  an  issue  without 
the  fear  that  it  is  going  to  cause  significant  harm  to  that  particular 
banking  institution  and  eventually  to  that  individual  themselves. 
So  I  think  we  really  need  to  delve  into  the  impact  of  examiners 
showing  up  on  a  Friday  afternoon  to  examine  a  bank  and  the  effect 
that  that  has  on  lending. 

Again,  I  apologize  to  you  and  to  the  Mr.  Chairman  for  being  as 
late  as  I  am,  but  I  had  to  be  at  the  other  hearing.  I  just  want  to 
again  underscore  the  importance  of  trying  to  break  this  log  jam 
with  respect  to  credit  and  credit  availability. 

Mr.  LUDWIG.  I  want  to  work  with  you  on  that.  I  appreciate  those 
comments,  and  I'm  very  sensitive  to  them.  They  are  good  com- 
ments, and  I  certainly  take  them  very  seriously. 

Senator  Mack.  Thank  you  very  much. 

The  Chairman.  Let  me  just  say,  in  addition,  that  Senator  Mack 
comes  from  a  background  of  community  banking  himself.  So  he  has 
experienced  this  in  the  profession  for  some  period  of  years  and 
therefore  he  has  a  knowledge  that  others  do  not  possess.  As  a  re- 
sult I  think,  he  probably  does  get  a  more  and  direct  observation 
from  people  that  he  knows  and  has  worked  with  over  the  years.  I 
cite  that  to  you  so  that  you  will  understand  that  the  Member  who 
has  just  spoken  has  that  background. 

Mr.  LuDWiG.  Thank  you  very  much. 

The  Chairman.  Let  me  go  to  the  issue  of  community  develop- 
ment banks.  As  you  know,  the  President  has  very  clearly  stated 
that  he  wants  to  move  an  initiative  to  establish  a  number  of  com- 
munity development  banks  to  try  to  help  expand  the  availability  of 
credit,  particularly  in  distressed  communities. 

I'm  wondering  if  you  can  tell  us  when  we  might  expect  a  legisla- 
tive proposal  from  the  administration  and  what  can  you  tell  us 
about  the  process  that  is  underway  and  the  substance  of  what  is 
being  considered  and  developed  in  this  area. 

Mr.  LuDWiG.  I'll  do  the  best  I  can. 

The  Chairman.  I  might  just  say,  before  you  do  that  that  this  is 
a  matter  of  keen  interest  to  the  committee.  We've  held  hearings  on 
that  already  this  year,  as  you  may  know.  So  we've  started  down 
this  track  ourselves. 

Mr.  LuDWiG.  Not  yet  being  part  of  the  administration,  I'll  do  the 
best  that  I  can. 

This  is  an  area  of  keen  interest  for  the  President.  The  President 
has  stated  on  a  number  of  occasions,  and  he  repeated  it  on  March 
10,  that  he  wanted  to  see  the  creation  of  100  community  develop- 
ment banks.  This  is  a  goal  of  his.  There  is  a  great  deal  of  work  on 
this  at  the  White  House  and  by  interagency  groups,  and  I  think  the 
President  wants  to  announce  something  fairly  shortly. 

It  is  an  area  that  is  quite  difficult.  There  are  some  funds  in  the 
budget  earmarked  for  the  issue,  but  one  has  to  worry  about  getting 
the  money  out  to  the  communities,  which  is  of  critical  importance, 
and  yet  developing  institutions  that  can  stand  on  their  own  and 
really  do  meet  the  needs  of  the  communities  in  which  they  are 
placed  or  the  communities  that  decide  to  charter  them. 
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So  it's  an  area  of  great  concern  for  the  administration,  and  it's 
an  area  which  they  are  spending  a  great  deal  of  time  studying.  But 
in  terms  of  a  date  certain  or  a  framework  for  the  proposal,  I'm  not 
aware  that  a  framework  or  a  formal  date  has  been  set. 

The  Chairman.  The  point  has  been  made  several  times.  The 
President  has  made  it  and  you've  made  it  here  again  today.  There 
is  a  strong  support  for  community  reinvestment  and  the  Commu- 
nity Reinvestment  Act.  I  don't  sense  any  backing  away  from  that, 
and  I  would  not  expect  any.  The  phrase  that  is  used  is  that  we  are 
more  interested  in  performance  than  paperwork,  or  a  phrase  to 
that  effect. 

What  recommendations  do  you  see  to  improve  both  performance 
under  the  Community  Reinvestment  Act,  while  avoiding  an  undue 
mountain  of  paperwork  that  is  extraneous  to  actually  getting  the 
job  done? 

Mr.  LuuwiG.  This  is  one  of  those  areas  of  highest  complexity  and 
one  filled  with  a  great  deal  of  political  tension,  as  you  well  know. 
One  hears  all  kinds  of  different  stories  as  to  the  degree  to  which 
there  really  is  a  burden  and  the  degree  to  which  money  is  getting 
out  there.  It  does  seem  to  me  that  one  ought  to  be  able  to  begin 
to  understand  in  a  quantifiable  way  how  much  lending  is  going  on 
and  what  other  services  are  actually  being  provided  and  that  look- 
ing at  those  objective  factors  ought  to  be,  if  not  an  immediate  way 
out  of  the  maze,  at  least  a  start. 

It  is  an  area  that  is  complex  and  where  one  has  to  use  a  certain 
amount  of  courage  because  regardless  of  how  one  begins  to  meas- 
ure this  area,  it  involves  some  decisions,  decisions  that,  even  if 
they  would  make  everyone  happy  in  the  end,  are  so  politically 
charged  as  to  not  necessarily  make  everybody  happy  to  begin  with. 

The  Chairman.  One  thing  I  feel  strongly  about  is  that  we've  not 
had  a  chance  to  express  ourselves  yet  as  a  committee  apart  from 
occasional  comments  from  members  in  the  course  of  the  hearing 
we've  already  conducted  on  community  development  banks.  Speak- 
ing for  myself,  I  strongly  support  the  idea  of  encouraging  whatever 
appropriate  number  of  community  development  banks  can  get 
started  across  the  country. 

I  think  they  are  hard  to  make  work.  It's  an  easier  concept  in  the 
abstract  than  it  is  in  cold  fact.  You've  got  to  have  a  talented  team 
to  work  for  the  long  pull.  The  Southside  Bank  in  Chicago,  for  ex- 
ample, has  had  a  20-year  experience.  I  don't  think  it's  simple  to 
replicate  the  talents  and  the  devotion  that  we've  seen  there  just  by 
stating  it  as  a  proposition. 

I  feel  very  strongly  that  that  has  to  be  an  additional  effort  be- 
yond what  appropriately  should  be  done  by  today's  traditional 
banking  system.  In  other  words,  I  don't  see  community  develop- 
ment banks  as  a  substitute  for  community  reinvestment  by  tradi- 
tional banks. 

We  need  two  things  to  happen  in  order  to  get  a  community  rede- 
velopment and  an  economic  strengthening.  We  need  the  traditional 
banking  system  to  do  a  better  job  of  getting  into  underserved  areas. 
This  is  part  of  the  lending  discrimination  problem  which  the  Fed 
study  has  shown. 

Banks  have  an  affirmative  obligation  to  do  a  better  job  of  meet- 
ing the  proper  credit  needs  of  creditworthy  borrowers  in  their  own 
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communities,  particularly  in  minority  communities  and  inner-city 
communities.  The  community  development  bank,  to  the  extent  it 
comes  into  being,  is  not  a  replacement  for  the  traditional  banking 
system,  but  an  addition  of  credit  resources. 

We  want  to  get  a  double  barrelled  effect.  We  want  to  get  more 
lending  out  of  the  traditional  banking  system  into  the  unaerserved 
areas,  and  we  want  to  augment  it  by  having  community  develop- 
ment banks  come  in  and  offer  additional  capacities  where  appro- 
priate. 

Let  us  go  back  to  your  analogy  earlier  of  capillaries  versus  arte- 
ries. Community  development  banks  come  in  with  a  level  of  refine- 
ment and  micro-skill  capability  that  they  can  reach  opportunities 
that  other  institutions  can't  reach  in  quite  the  same  way.  But  I 
don't  see  one  as  a  substitution  for  the  other.  Would  you  agree  with 
that? 

Mr.  LuDWiG.  Yes.  I  strongly  support  the  notion  that  community 
development  banks  should  not  be  a  substitute  for  or  provide  an  ex- 
emption to  the  existing  programs  that  we  have,  and  I  don't  think 
that  the  administration,  to  the  best  of  my  knowledge,  is  talking 
about  a  substitute  or  an  exemption.  There  is  an  issue  as  to  whether 
a  financial  institution  which  is  really  backing  a  community  devel- 
opment bank  and  using  a  great  deal  of  resources  for  that  purpose 
should  get  some  credit  for  it.  But  that's  a  long  way  from  a  total 
substitution  or  an  exemption,  and  the  notion  of  you  do  one  and  you 
don't  do  the  other  I  don't  think  is  on  the  table. 

The  Chairman.  I'm  going  to  make  an  insert  into  the  record,  and 
then  I  want  to  yield  to  Senator  Domenici.  There  was  a  very  inter- 
esting article  that  ran  in  one  of  the  weekly  news  magazines  in  the 
last  2  weeks  that  focused  on  the  Mott  Foundation,  which  happens 
to  be  based  in  my  home  town  of  Flint. 

Through  their  foundation  giving,  they  have  funneled  capital  to 
small  enterprises  in  inner-city  situations  in  depressed  areas,  to 
people  that  have  a  business  idea  or  a  business  impulse  that  it's  a 
good  one.  With  a  very  small  fiow  of  credit  into  new  microbusiness 
opportunities,  they  have  had  quite  stunning  results  by  getting 
some  credit,  which  is  very  hard  to  find  otherwise,  into  that  under- 
served  area. 

I'm  a  very  passionate  believer  in  the  free  enterprise  system.  I 
think  it  can  work  if  people  can  participate.  If  you  have  a  good  idea, 
some  energy,  some  capacity,  and  you  can  get  your  hands  on  some 
capital  you  can  try  your  idea  and  put  it  to  work.  That's  why  so 
much  01  the  job  creation  in  this  country  comes  out  of  small  busi- 
ness. 

By  the  same  token,  I  don't  think  free  enterprise  works  very  well 
if  you  can't  participate.  Then,  you  can  end  up  getting  a  lot  or  stag- 
nation where  otherwise  you  might  have  had  growth. 

I  would  like  to  see  us  get  more  capital  into  inner-city  situations 
where  there  is  every  bit  as  much  entrepreneurial  impulse  as  there 
is  in  every  other  place  in  our  society.  It  has  in  large  measure  been 
thwarted  and  starved  to  death  because  the  credit  system  is  turned 
away.  We  red  line  those  areas.  We  do  it  in  insurance  and  a  lot  of 
other  areas.  Then  we  preach  about  free  enterprise,  but  the  free  en- 
terprise can't  work  because  the  people  are  locked  out  fi*om  the 
start. 
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So  I  think  we  can  make  a  change  there,  and  I  think  everybody 
can  benefit  as  a  result  of  it. 

Senator  Domenici. 

Senator  Domenici.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Ludwig,  I  have  read  the  five  principals,  the  five  major  areas 
of  the  President's  initiative.  I  only  went  over  a  couple  of  them  with 
you,  but  let  me  repeat  that  I  support  him  and  you  on  them. 

I  have  accumulated  a  few  case  histories.  As  you  probably  know, 
constituents  tell  us  here  I  am  and  here  is  what  I  am  and  I  can't 
borrow  any  money.  So  could  I  go  through  just  about  six  or  seven 
fact  patterns  with  you  and  ask  you  what  your  conclusion  is  about 
whether  we're  going  to  have  some  change  that  might  affect  these 
because  of  the  five  major  areas  that  the  President's  spoke  to? 

Mr.  Ludwig.  Yes,  sir. 

Senator  Domenici.  I  have  a  situation  in  my  State  with  a  busi- 
ness woman  who  has  been  in  business  17  years  at  two  locations 
and  wants  to  borrow  $800,000  to  build  a  third  location.  She  has 
$450,000  in  funding  from  local  investors.  So  her  real  borrowing 
need  is  $350,000.  She  will  build  a  new  restaurant  that  will  employ 
50  people,  and  she  wants  to  build  a  new  restaurant  building.  She 
has  been  told  that  it  would  be  very  difficult  to  get  the  loan  because 
the  bankers  are  reluctant  to  count  real  estate  as  collateral. 

The  first  question.  Would  that  policy  change  under  the  Presi- 
dent's initiative? 

Mr.  Ludwig.  The  President's  initiative  will  do  two  things  with 
regard  to  that  situation.  First  of  all,  as  was  announced  yesterday 
and  is  in  the  papers  today,  the  President's  program  as  imple- 
mented by  the  four  regulatory  agencies  has  established,  if  you  will, 
a  "basket"  in  which  the  better-rated  institutions,  the  adequately 
and  well-capitalized  institutions,  have  an  opportunity  to  use  the 
judgment  they  have  shown  they  have  had  by  their  good  ratings  to 
make  loans  in  an  amount  that  is  the  lesser  of  $900,000  or  3  percent 
of  capital.  That  certainly  meets  the  credit  need  you've  just  de- 
scribed. Those  would  be  minimum  documentation  loans  and  loans 
with  which  the  banker  will  have  the  maximum  degree  of  fiexibility 
to  fulfill  that  kind  of  credit  need. 

Second,  under  the  President's  program,  there  is  a  great  deal  of 
discussion  going  on,  but  I  think  that  this  is  the  way  it  will  go.  In 
those  cases  where  a  borrower  is  borrowing  money  for  a  business, 
and  not  principally  for  a  real  estate  development  enterprise,  one 
does  note  necessarily  need  a  certified  or  licensed  appraiser  doing 
an  in-depth  appraisal.  So  the  President's  program  addresses  this 
kind  of  an  issue  specifically,  and  I  think  it  will  be  helpful. 

Senator  Domenici.  Now,  Mr.  Ludwig,  let  me  just  follow  on  with 
this  business  woman  and  what  she  has  been  told.  This  new  res- 
taurant would  create  50  jobs,  and  she  wants  to  build  a  new  res- 
taurant building.  We've  been  through  the  scenario  where  the  banks 
don't  want  to  use  the  real  estate  as  collateral.  You've  an  excellent 
answer. 

Now  a  new  location  they  say  is  considered  just  like  a  new  start. 
The  17-year  track  record  does  not  carry  any  weight.  Now  I  assume 
I  could  answer  that  for  you,  that's  just  not  the  way  it's  going  to  be 
if  the  President's  program  is  implemented,  right? 

Mr.  Ludwig.  That's  correct.  Let  me  elaborate  on  that. 
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Senator  Domenici.  Sure. 

Mr.  LUDWIG.  That  is  not  a  matter  of  regulation  so  much  as  it  is 
banker's  judgment,  and  that's  the  purpose  of  the  "basket,"  if  you 
will.  It's  really  up  to  the  banker  to  make  that  kind  of  judgment, 
and  bankers  have  policies  and  procedures  that  they  develop  to 
make  what  are  safe  and  sound  loans.  One  could  well  imagine  a 
banker  who  would  say  it's  our  policy  to  view  it  as  a  totally  new 
loan.  One  could  also  have  a  banker  who  says  we're  going  to  look 
at  this  as  part  of  an  ongoing  business,  that  we've  dealt  with  this 
credit  for  many  years.  Under  the  President's  program,  they  would 
have  the  leeway  to  make  that  judgment. 

Senator  DOMENICI.  You  are  telling  me  that  if  I  have  a  half  a  day 
with  all  sides  of  this  issue  in  my  home  State,  if  the  banks  generally 
say,  and  I  don't  know  that  they  will,  but  if  they  say  that's  a  new 
startup  as  we  see  it  and  not  an  expansion  of  your  business,  I  can 
at  least  say  with  some  degree  of  credibility  that  that's  not  a  policy 
of  the  Federal  Government  or  the  FDIC,  that  may  be  yours,  Mr. 
Banker? 

Mr.  LUDWiG.  I  will  double  check  that  and  get  back  to  you  on  it. 

Senator  Domenici.  I  think  that  would  be  very  interesting.  Now 
I  also  assume  that  when  she  is  told  lending  to  a  restaurant  is  con- 
sidered speculative  that  your  answer  would  be,  well  let  me  just  ask 
you  what  your  answer  would  be. 

Mr.  LuDWiG.  It  does  seem  to  me  that  that's  bank  policy  rather 
than  regulation,  except  to  the  extent  that  one  wants  banks  to  do 
things  in  a  prudent  and  sound  manner. 

Senator  Domenici.  She  has  been  told  that  she  must  demonstrate 
that  she  can  pay  back  the  loan  from  income  generated  at  the  two 
existing  locations,  and  the  bankers  are  not  allowed  to  count  income 
generated  by  the  new  location.  Would  that  policy  change  under  the 
President's  proposals? 

Mr.  LuDWiG.  Again,  that  seems  peculiar  to  me  on  its  face,  and 
it's  something  I  would  like  to  check  on.  While  a  bank  may  have 
that  as  a  policy,  the  inability  to  count  the  income  that  would  be 
generated  at  the  current  location  is  not,  as  far  as  I  know, 
regulatorily  mandated.  To  the  extent  that  the  President's  program 
creates  this  basket  that  emphasizes  judgment,  it  would  certainly 
give  the  bankers  a  great  deal  more  leeway  to  consider  what  makes 
sense  to  them  as  prudent  lending  practice. 

Senator  Domenici.  Well  to  tell  you  the  truth  the  reason  I'm 
doing  this  is  I'm  going  there  to  my  State  to  have  them  all  at  a 
meeting,  and  I  would  like  to  get  some  conclusions  drawn  as  to 
which  are  purely  bankers'  judgments  and  what  are  the  regulatory 
guidelines.  I  mean  this  case  is  not  unique,  Mr.  Chairman,  and  I 
think  you  would  agree. 

The  Chairman.  I've  talked  to  people  in  Michigan  with  cases  very 
similar  to  the  one  you  cite,  I  mean  long-established  credits  that 
have  shown  up  at  the  bank  with  a  long-established  banking  rela- 
tionship and  all  of  the  sudden  they  are  sort  of  persona  non  grata. 

Senator  Domenici.  Exactly. 

The  other  thing,  and  this  one  I  think  is  very  clear  under  the 
President's  policies  that  you're  going  to  attempt  to  enforce,  she  has 
been  told  that  her  17-year  track  record  is  not  a  factor. 
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Now  I  understand  what  you've  said  from  the  beginning  of  this 
hearing,  that  is  not  going  to  be  the  policy  with  reference  to  this 
basket,  and  in  fact  it's  supposed  to  be  considered. 

Mr.  LUDWIG.  Bankers  are  supposed  to  be  using  their  judgment, 
and  an  individual  banker  may  say  that  the  bank  is  not  going  to  use 
the  17  years  of  history,  that  that's  not  what  their  judgment  is.  It's 
seems  a  little  peculiar  to  me  as  a  matter  of  common  sense,  but  that 
may  be  an  individual  bank's  iudgment.  But  another  banker  may 
well  have  the  judgment,  whicn  does  seem  to  me  to  exhibit  more 
common  sense,  that  17  years  of  good  credit  history  certainly  is 
going  to  be  taken  into  account  in  terms  of  making  another  loan  to 
a  borrower.  That's  what  the  basket  is  all  about. 

The  Chairman.  Would  you  just  yield  at  that  point  for  a  moment? 

Senator  Domenici.  Of  course. 

The  Chairman.  Do  you  suppose  there  has  ever  been  a  situation 
in  this  country  now  or  in  the  recent  past  where  maybe  a  banker 
hasn't  wanted  to  make  a  loan  to  somebody  because  he  doesn't  think 
it's  a  very  promising  prospect,  but  doesn't  want  to  say  that  directly. 
So  he  blames  it  on  the  regulators  and  all  the  folderol  with  the  reg- 
ulators and  he's  off  the  hook.  To  the  extent  that  this  happens  there 
is  now  a  new  set  of  signals  out  there.  Were  that  to  happen  and  the 
potential  borrower  understand  the  new  rules  of  the  game,  if  he  is 
turned  down,  he  will  know  he  is  turned  down  by  the  banker  and 
not  accept  a  false  assertion  that  it's  the  regulator  that  is  prevent- 
ing the  loan. 

Mr.  LuDWiG.  I  think  that's  a  very  astute  comment,  and  there 
probably  is  some  of  that  that  goes  on.  It's  human  nature  for  a 
banker  who  would  rather  not  tell  the  customer  that  the  bank 
doesn't  want  to  make  a  loan  to  him  or  her  again  to  blame  it  on  the 
regulator.  This  should  give  the  customer  the  support  to  ask  wheth- 
er it  is  really  the  bank  and  he  or  she  should  go  to  another  bank 
or  whether  it  is  in  the  regulation.  I  agree  with  you  entirely. 

Senator  DoMENici.  Well,  Mr.  Chairman,  while  I  agree  that  clear- 
ly is  happening,  has  happened  and  will  happen,  I  do  believe,  and 
I  don't  know  that  we're  going  to  be  able  to  solve  that,  but  we  surely 
can  put  the  monkey  where  it  belongs  in  that  regard  as  we  talk 
about  the  changes  in  policies  and  do  a  little  better  in  saying  it's  not 
really  the  Federal  Government  here. 

I  don't  choose  to  be  that  kind  of  a  detailed  intermediary,  but  one 
time  through  I  think  I  ought  to  get  it  on  the  table  with  bankers 
and  borrowers  at  least  in  my  State.  The  commercial  loans  in  my 
State  have  been  cut  in  half  or  more  if  compared  with  1988  and  as 
of  right  now.  How  can  business  grow  when  you  have  half  a  billion 
in  commercial  credit  now  and  you  had  a  billion  two  in  1988?  I 
mean  something  is  very,  very  strange. 

Let  me  ask  one  other  policy  clarification  question.  If  you  don't 
know  the  answer,  I  would  appreciate  your  getting  it  for  me,  but 
here  is  the  same  good  entrepreneur  17  years  in  business  and  she 
is  frustrated.  So  she  goes  to  a  bank  in  a  nearby  community,  and 
they  are  interested  in  making  a  loan,  but  the  bank  is  told  by  the 
regulators  to  only  lend  in  their  geographic  area.  Do  you  understand 
that  to  be  a  rule? 

Mr.  LuDWiG.  One  thing  that  we  have  found  over  the  years  is  that 
banks  tend  to  do  a  better  job  in  terms  of  their  own  geographic  area 


I 


27 

and  in  terms  of  their  own  specialization.  For  instance,  if  you  go  to 
Kansas,  you're  undoubtedly  going  to  find  a  farm  lender  who  knows 
a  heck  of  a  lot  more  about  farm  lending  than  a  banker  in  down- 
town New  York  City.  Similarly,  you'll  find  a  financial  institution  in 
Northern  California  that  is  going  to  make  a  loan  to  somebody  in 
Northern  California  will  prooably  know  that  property  and  know 
the  borrower  better  than  if  the  loan  is  being  made  by  a  financial 
institution  in  Florida. 

But  there  is  no  regulation,  as  far  as  I  know,  that  says  that  a 
banker  can't  use  his  or  her  judgment  and  say  I  happen  to  know  the 
out-of-area  borrower,  the  family  grew  up  here,  I've  looked  at  this 
credit  and  it  looks  to  be  a  sound  credit.  I'll  double  check  it,  but  I'm 
pretty  sure  that's  the  case.  Moreover,  again,  the  basket  would  allow 
for  greater  judgment,  if  greater  judgment  were  needed  in  this  case, 
to  make  a  sound  credit  decision. 

Senator  DOMENICI.  Mr.  Chairman,  my  time  is  up. 

The  Chairman.  You  know,  it's  interesting.  Senator  Domenici,  on 
that  issue,  and  I  think  he  has  given  a  good  answer  to  that,  and  I've 
seen  examples  both  ways. 

We  had  a  situation  kind  of  at  the  height  of  the  real  estate  specu- 
lation boom  in  Northern  Michigan  where  there  was  an  organization 
that  wanted  to  build  a  high-rise  hotel  out  in  a  resort  area.  It  was 
really  a  breathtaking  proposal  because  it  seemed  to  violate  the 
norms  of  what  might  work,  and  none  of  the  banking  institutions  in 
the  State  of  Michigan  would  touch  it.  The  would-be  borrowers  went 
around  and  shopped  it  all  around  and  they  finally  found  a  savings 
institution  out  in  Iowa  that  was  willing  to  finance  this  particular 
project.  Of  course,  it  has  since  gone  belly  up. 

Senator  Domenici.  The  S&L  or  the  business  went  belly  up? 

[Laughter.] 

The  Chairman.  I  think  both,  but  the  business  w^nt  belly  up.  But 
in  any  event,  the  object  lesson  in  that  case  was  that  local  bankers 
in  the  State  didn't  see  the  promise  in  this  thing  and  decided  not 
to  get  into  it.  But  somebody  far  away  thought  it  was  a  wonderful 
opportunity  and  lost  their  shirt  on  it. 

But  it  sounds  to  me  that  you're  trying,  in  response  to  Senator 
Domenici's  point,  to  establish  some  set  of  reasonable  standards 
here. 

I  don't  know,  Pete,  if  you  have  had  a  chance  to  see  this  article 
in  this  morning's  Post.  I  thought  it  was  a  pretty  good  example  of 
a  serious  follow-through  to  what  everybody  around  here  has  been 
talking  about.  The  people  quoted  are  hoping  that  within  8  weeks 
we'll  see  some  effect  from  this  new  policy.  It  has  been  designed  to 
make  a  difference,  allow  that  woman  that  you  speak  about  in  New 
Mexico  to  get  an  honest  answer  and  have  a  real  opportunity  to  get 
the  loan.  I  certainly  hope  that's  the  case. 

But  I'm  struck  by  the  fact  that  this  is  an  accelerated  effort  and 
a  new  practice  has  been  established  which  I  assume  could  have 
been  done  at  any  time.  You  could  have  done  this  administratively, 
and  you  could  have  done  it  a  year  ago  or  2  years  ago  or  3  years 
ago.  Would  the  administrative  fiexibility  have  been  there  then  as 
well  to  do  this? 

Mr.  LUDWIG.  Yes,  sir. 

The  Chairman.  And  it  just  wasn't  done? 
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Mr.  LuDWiG.  Yes,  sir,  it  was  not  done. 

The  Chairman.  Now  I  take  it  that  we  expect,  too,  that  you're 
going  to  go  beyond  this.  In  other  words,  this  deals  with  one  part 
of  what  the  President  laid  out  in  the  East  Room.  I  assume  there 
will  be  other  administrative  changes  in  policy  practices  to  get  at 
other  parts  of  this  problem  as  you  go  down  the  track.  Would  that 
be  a  correct  assumption? 

Mr.  LuDWiG.  Absolutely.  The  President's  program  is  reasonably 
comprehensive  and  has  a  number  of  different  steps.  There  will  be 
a  fair  amount  going  on  in  the  next  3  months  in  terms  of  specific 
changes  to  rules  and  regulations  and  practices. 

Senator  Domenici.  Mr.  Chairman? 

The  Chairman.  Yes. 

Senator  Domenici.  When  I  said  that  my  time  was  up,  I  thought 
you  were  going  to  generously  say  but,  Senator  Domenici,  I  used 
part  of  your  time. 

[Laughter.] 

Could  I  not  give  you  a  minute  of  mine. 

The  Chairman.  I'll  tell  you  what,  let  me  give  you  3  minutes  of 
mine.  How's  that? 

Senator  Domenici.  I'm  going  to  be  finished  shortly. 

Let  me  just  tell  you  why  I  think  you  have  to  take  more  of  the 
initiative,  and  I  really  urge  this.  I  think  if  the  answers  to  all  of 
these  are  going  to  end  up  that  more  or  less  the  bankers  have  to 
make  decisions,  I  don't  think  you're  going  to  get  anywhere  in  solv- 
ing the  credit  crunch. 

I  think  you  have  to  get  to  a  situation  where  as  many  of  the  im- 
pediments that  are  regulatory  in  any  sense  you  resolve,  and  if  they 
are  needed,  they  are  needed,  and  if  they  are  not  or  if  they  should 
be  ameliorated  or  modified,  you  ought  to  do  that. 

Let  me  just  go  back  to  policy  I  raised  about  lending  in  only  one 
community.  This  is  not  Albuquerque,  New  Mexico  versus  New  York 
City.  I  mean  she  didn't  go  find  a  banker  in  New  York.  She  found 
a  banker  15  miles  up  the  road  in  a  little  town  called  Belen. 

I  think  you  ought  to  encourage  them  to  make  that  loan.  The  rea- 
son is  we  nave  to  break  this  wall,  this  wall  that  everybody  has  got 
an  excuse.  We  need  the  ability  to  pin  the  blame.  Now  part  of  it 
may  be  the  person  applying  for  the  loan.  You  know,  I'll  never  get 
involved  in  trying  to  say  who  is  a  good  credit  risk  and  who  isn't, 
and  I  don't  know  that  you're  going  to  do  that  with  the  President's 
package. 

But  essentially  until  we  can  say  to  an  entourage  of  big  bankers, 
look,  we  had  to  go  to  a  town  next  door  to  get  the  loan  and  they 
made  the  loan  and  the  business  is  doing  great,  or  similar  situations 
we  won't  get  credit  fiowing.  And  the  banks  are  sitting  cozy  right 
now  to  be  honest  about  it,  you  know.  I  mean  they're  making  great 
money  not  making  any  loans. 

Ana  I  made  the  statement  not  too  long  ago  that  national  banks 
are  supposed  to  serve  other  national  purposes  other  than  merely 
invest  in  T-bills. 

I  mean  you  have  to  be  tough  on  them,  and  you  have  to  be  tough 
on  the  regulators,  Mr.  Ludwig.  Let  me  tell  you,  I'm  aware  of  meet- 
ings with  Federal  regulators  by  the  previous  administration  when 
they  brought  the  examiners  in  from  the  field  and  put  them  in  a 
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room  and  told  them  we  want  to  change  pohcies,  you  know,  and  you 
can't  be  that  tough  and  you  can't  be  that  obstinate,  and  the  bank- 
ers that  had  those  particular  people  come  and  examine  the  banks 
within  2  and  3  weeks  said  that  nothing  had  changed.  The  examin- 
ers' attitudes  were  just  the  same  and  they  were  saying  nobody  tells 
me.  If  the  bank  fails,  I'm  going  to  get  blamed.  I'm  not  going  to  ap- 
prove anything  that  I'm  not  absolutely  a  million  percent  sure  of, 
and  I'm  not  going  to  use  any  kind  of  judgment.  It's  rules,  rules, 
rules.  So  you  got  it  on  both  sides,  and  changing  that  attitude  is 
going  to  be  very  tough. 

I  frankly  had  thought  at  one  point  that  you  all  might  have  to 
take  anonymous  testimony  from  bankers  because  they  are  scared, 
too,  and  they'll  tell  us  fact  patterns  about  these  people  and  they 
say  don't  tell  anybody.  Why  not  tell  anybody?  Well  the  bank  exami- 
nations will  be  worse.  I  mean  they'll  be  camping  on  our  door  every 
day  forever. 

I  lay  that  before  you  because  I  think  it  is  a  terribly  important 
issue.  Frankly  this  stimulus  pales,  if  it  is  a  stimulus  package,  in 
comparison  to  what  would  happen  job-wise  if  the  commercial  banks 
were  lending  more  money  to  small  business. 

Mr.  LUDWIG.  You've  made  two  very  good  points.  First  of  all,  it 
is  my  responsibility  to  go  out  and  see  the  examiners.  I  intend  to 
travel  around  the  country  and  make  it  clear  to  examiners  that  to 
the  extent  there  is  a  change  they  don't  like,  I'm  here  to  take  the 
heat  if  it  goes  wrong.  That's  my  responsibility,  not  theirs.  I'll  also 
stress  that  examiners  have  an  obligation  to  enforce  the  law  fairly 
and  evenhandedly.  It  is  not  their  responsibility  to  change  the  direc- 
tion. I  intend  to  do  that,  and  I  think  there  is  good  faith  and  that 
they  will  respond. 

Second,  retribution  is  something  that  concerns  me  a  great  deal, 
and  I  know  the  bankers  are  concerned  about  it.  The  appeals  proc- 
ess in  the  President's  program  has  got  to  be  done  in  such  a  way 
that  the  bankers  are  convinced  that  there  is  no  retribution  at  all. 
If  I  am  confirmed  as  Comptroller,  we  will  not  tolerate  retribution. 

Senator  DOMENICI.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Senator  Domenici. 

I'm  going  to  just  insert  this  article  out  of  the  Washington  Post 
in  the  record  here.  I  just  wanted  to  point  out.  Senator  Domenici, 
as  you  head  for  this  vote  that  the  spokesman  for  the  American 
Bankers  Association  and  another  spokesman  both  named  here  for 
the  Independent  Bankers  Association  really  think  this  is  going  to 
help. 

I  don't  think  they  would  say  that  on  the  record  if  they  didn't 
think  it  was  going  to  make  a  difference.  So  I  think  that's  positive. 
It  sounds  like  at  least  everybody  is  moving  in  the  same  direction 
here  and  we'll  see. 

Senator  Domenici.  Thank  you. 

The  Chairman.  Thank  you. 

Let  me  press  ahead  here.  I  want  to  cover  a  couple  of  other 
things,  and  then  I'm  going  to  ask  you  to  stay  while  I  go  over  and 
vote,  because  I  want  to  make  sure  we've  got  a  very  complete  record 
on  the  issues  that  are  of  real  concern  here. 


30 

The  issue  of  regulatory  consolidation  is  now  out  on  the  table  and 
we're  in  the  process  of  developing  (I  am  with  other  members  of  this 
committee)  a  legislative  package  to  consolidated  some  of  the  bank 
and  financial  regulatory  agencies. 

I  keep  hearing  from  institutions  that  tell  me  that  they  have  one 
set  of  examiners  show  up  from  one  agency  and  then  at  the  same 
time  or  soon  after  they  leave  another  one  comes  in.  They  feel  that 
they  are  being  bounced  between  conflicting  requirements  and  atti- 
tudes and  regulatory  philosophies. 

It  seems  to  me  that  one  area  where  we  can  accomplish  some  re- 
duction in  regulatory  burden  is  with  a  sensible  consolidation  of 
bank  regulatory  functions.  I  think  that  the  consolidated  entity, 
whatever  is  in  it,  need  to  be  independent  as  well. 

And  we've  had  studies  on  this.  There  have  been  a  series  of  high- 
level  commissions,  the  Hoover  Commission  in  1949  going  back  that 
far.  There  was  a  Commission  on  Money  and  Credit  in  1962,  and 
the  Grace  Commission  in  1983  and  others  who  have  all  rec- 
ommended consolidation. 

In  fact,  recently,  the  Chairman  of  the  Chicago  Mercantile  Ex- 
change, John  Sandner,  submitted  a  proposal  to  Vice  President  Grore 
that  would  merge  at  least  six  independent  agencies,  including  those 
overseeing  banking,  securities  and  the  futures  market  all  into  a 
single  entity. 

I'm  just  wondering  what  are  your  own  views  on  regulatory  con- 
solidation and  the  establishment  of  a  single  independent  Federal 
banking  authority  or  commission? 

Mr.  LuDWiG.  As  far  as  I  know,  the  administration  doesn't  have 
a  position  on  it.  In  terms  of  my  own  views,  I've  heard  the  horror 
stories  where  banks  have  been  disrupted  for  months  by  having  one 
regulator  after  another.  The  notion  of  doing  things  with  one  person 
as  opposed  to  five  and  going  in  to  examine  a  bank  once  as  opposed 
to  having  three  sets  of  people  troop  in  is  absolutely  a  correct  goal 
and  direction.  Through  the  FFIEC,  we  can  and  should  do  more. 
And,  the  President's  package  has  as  one  of  its  key  elements  the 
elimination  of  duplication  and  attempting  to  create  a  great  deal 
more  coherence  within  the  existing  regulatory  structure.  That's 
critical.  To  the  extent  we  can  do  that  in  the  existing  structure,  I 
think  it  must  be  done. 

In  terms  of  consolidation,  it  seems  to  me  that  it  is  really  more 
of  a  political  question  than  it  is  a  substantive  question.  Theoreti- 
cally, one  entity  ought  to  be  able  to  do  this  kind  of  regulation  in 
a  uniform  and  coherent  fashion.  Given  all  the  competing  views 
here,  however,  getting  to  the  end  of  the  line  where  one  does  have 
a  consolidated  regulatory  function  seems  to  me  to  be  a  very  hard 
task.  The  Fed,  as  you  know,  has  made  arguments  that  they  need 
some  string  on  the  regulatory  function  for  reasons  of  monetary  con- 
trol. The  FDIC  has  taken  the  view  historically  that  they  need  a 
part  in  financial  institutions  regulation  because  of  the  insurance 
fund.  And,  the  Treasury  also  has  had  a  very  strong  view  in  terms 
of  its  central  role  in  financial  services  regulation. 

It  is  a  hard  path  to  trod  to  get  to  a  consolidated  entity,  but  cer- 
tainly we  need  a  great  deal  more  uniformity  and  simplification. 
Having  five   people   do   something   that  one   person    can    do  just 
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doesn't  make  any  sense,  and  it  adds  to  the  burdens  of  the  system 
and  ultimately  to  the  expense. 

The  Chairman.  Well  bureaucracies,  too,  have  a  natural  tendency 
to  fight  for  their  own  existence  and  to  fight  against  the  concept  of 
consolidation.  They  have  an  internal  desire  to  live  forever.  That's 
how  they  work.  So  it's  natural  to  expect  resistance  to  any  kind  of 
consolidation.  I  don't  mean  by  that  to  oversimplify  the  difficulties 
of  consolidation  as  a  practical  matter. 

One  way  to  approach  it  might  to  be  start  out  in  phase  one  with 
some  degree  of  consolidation,  maybe  between  two  entities.  But 
build  a  time-phased  consolidation  of  other  agencies  into  the  consoli- 
dation strategy  and  law.  Then  you  would  not  try  to  do  it  all  in  one 
jump,  in  one  bite,  you  would  lay  out  a  time  frame  for  it  to  occur 
in  phases.  That  way  you  give  yourself  time  and  everybody  is  on  no- 
tice that  it's  being  done  and  you  don't  induce  chaos  into  the  system 
because  you're  turning  everything  upsidedown  all  at  once.  That 
might  be  a  way  to  accomplish  a  broader  consolidation  than  you 
could  achieve  if  you  tried  to  do  it  all  in  one  rush. 

Mr.  LUDWIG.  That's  a  very  creative  thought  and  one  that  de- 
serves a  great  deal  of  looking  at.  One  of  the  issues  that  has  been 
raised  in  terms  of  consolidation,  and  one  which  has  a  certain  de- 
gree of  legitimacy,  is  that  if  you  do  it  all  at  once,  there  is  going  to 
be  so  much  complexity  in  terms  of  making  the  new  institution  work 
that  you'll  have  a  period  of  time  in  which  good  regulation  around 
the  country  suffers.  It  is  a  very  creative  solution  to  suggest  a  phas- 
ing-in,  and,  as  I  say,  I  think  it  merits  a  good  deal  of  careful  consid- 
eration. 

The  Chairman.  Let  me  put  the  committee  in  recess  briefly.  I'm 
going  to  vote.  When  I  come  back  and  I  want  to  move  through  some 
other  things  and  try  to  finish  as  promptly  as  we  can. 

The  committee  stands  in  recess. 

[The  committee  recessed  at  11:49  a.m.  and  resumed  at  12:06 
p.m.] 

The  Chairman.  The  committee  will  come  to  order. 

Let  me  move  through  some  other  topics  here.  As  you  know,  ear- 
lier this  month  the  FDIC  reported  that  banks  had  earned  a  record- 
breaking  $32  billion  plus  in  profits  in  1992.  The  Wall  Street  Jour- 
nal reported,  and  I  quote: 

For  the  first  time  since  1988,  large  U.S.  banks  stand  alone  as  the  most  profitable 
banking  group  in  the  world. 

That  is  out  of  the  March  17,  1993  edition.  Having  said  that, 
there  are  a  lot  of  things  still  going  on  in  the  banking  industry  and 
in  the  economy  generally.  We  still  have  a  $70  billion  line  of  credit 
outstanding  from  taxpayers  to  the  FDIC  fund.  What  is  your  assess- 
ment today  of  the  overall  condition  of  the  U.S.  banking  industry? 

Mr.  LuDWiG.  There  is  no  doubt  from  what  you've  quoted  and 
what  the  FDIC  has  put  out  that  the  numbers  are  much,  much  bet- 
ter and  quite  encouraging.  There  are  record  earnings  and  dramatic 
increases  in  capital,  which,  I  might  say,  are  in  no  small  measure 
thanks  to  the  work  of  the  committee.  There  has  also  been  almost 
a  sea  change  in  terms  of  the  culture  of  banks,  and  some  have  ar- 
gued too  much  of  one,  in  terms  of  the  standards  banks  are  apply- 
ing, a  change  that  harks  back  to  the  era  of  the  1950's  and  1960's. 
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On  the  other  hand,  with  all  of  these  good  signs,  there  are  some 
things  on  the  horizon  that  one  has  to  think  real  hard  about.  There 
is  interest  rate  risk  that  has  to  be  evaluated,  as  well  as  interest 
rate  compression.  Either  a  bump-up  in  short-term  rates  or  a  drift- 
ing down  of  long-term  rates  will  put  pressure  on  profitability  in 
some  institutions.  Similarly,  as  you  well  know,  and  we've  talked 
about  this,  there  has  been  an  expanded  use  by  financial  institu- 
tions of  derivative  products.  And,  one  really  has  to  look  at  the  econ- 
omy as  a  whole  to  determine  whether  over  the  long  term  there  are 
sufficient  credit  opportunities,  given  the  liquidity  in  the  system,  to 
produce  safe  and  sound  lending  opportunities  that  can  ensure  a 
healthy  banking  system. 

That  is  why  I  said  in  my  statement  that  I  think  evaluation  of 
risk  and  a  long-term  vision  of  the  industry  as  a  whole  are  so  criti- 
cal to  safety  and  soundness.  We've  simply  have  got  to  look  down 
the  road  further  than  we've  been  looking  and  consider  particular 
risk  areas  with  some  care. 

The  Chairman.  You  mentioned  derivative  products  earlier,  but  I 
don't  know  if  you  put  that  on  the  list  when  you  look  out  at  these 
potential  risk  areas  for  the  future  would  you  put  that  on  the  list? 

Mr.  LUDWIG.  There  are  several  factors  here.  First,  the  percentage 
of  credit  market  assets  controlled  by  the  banking  industry,  as  I 
mentioned  earlier,  has  declined  from  40  percent  to  28  percent  over 
a  period  of  about  20  years.  At  the  same  time,  the  U.S.  has  a  huge 
number  of  institutions  by  worldwide  standards.  We  have  roughly 
12,500  banks  and  15,000  insured  depository  institutions.  I  think 
the  number  of  institutions  and  the  percentage  of  assets  under  man- 
agement and  what  banks  are  doing  with  those  assets  deserve  a 
great  deal  of  study,  regardless  of  whether  the  trend  line  of  the  past 
20  years  is  likely  to  continue. 

Second,  there  has  been  an  enormous  amount  of  technological 
change.  Technological  change  has  affected  the  banking  system  in  a 
variety  of  ways,  certainly  in  terms  of  deposit-taking  by  making  ac- 
cess to  deposits  possible  from  coast  to  coast.  There  have  also  been 
dramatic  changes  in  consumer  needs  and  wants,  and  these  all  af- 
fect the  banking  system. 

Derivative  products  is  an  area  that  deserves  a  great  deal  of  care. 
There  is  in  excess  of  $3  trillion  in  derivative  products  out  there. 

I  think  the  economy  generally  is  subject  to  a  variety  of  different 
forces  and  presents  a  moving  landscape,  and  getting  the  safety  and 
soundness  balance  right,  it  seems  to  me,  takes  a  great  deal  of  care- 
ful looking. 

The  Chairman.  You've  cited  a  statistic  couple  of  times  today 
about  the  percentage  of  financial  assets  that  are  out  in  the  system. 
The  percentage  held  by  banks  or  federally  insured  institutions  has 
been  dropping  quite  sharply  percentage-wise  over  a  period  of  years. 
Is  that  another  way  of  saying  that  more  and  more  transactional  ac- 
tivity is  going  on  without  Federal  deposit  insurance? 

Mr.  LuDWiG.  There  has  been  a  shift,  and  the  shift  continues.  An- 
other statistic  I  believe  is  right,  and  check  me  on  this,  is  that  there 
has  been  a  $40-billion  net  gain  to  the  mutual  fund  industry  over 
the  last  quarter  and  a  net  deposit  outflow  from  banks.  So  there  is 
very  significant  change  going  on,  yet  depository  institutions  that 
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are  federally  insured  are  clearly  an  important  part  of  the  landscape 
of  our  society. 

I  don't  know  whether  that  directly  answers  your  question,  but  it 
does  seem  to  me  that  depository  institutions  will  remain  important 
and  people  are  going  to  want  Federal  deposit  insurance.  There  are 
a  lot  of  assets  and  deposits  out  there  that  are  in  federally  insured 
institutions,  but  it's  just  a  different  landscape.  And,  in  terms  of 
regulating  that  landscape  in  a  safe  and  sound  fashion,  it  is  a  con- 
stantly changing  ball  game. 

The  Chairman.  Do  you  have  a  sense  of  the  degree  to  which  there 
has  been  a  significant  shift  of  money  moving  into  mutual  funds,  for 
example,  and  not  into  banks?  Do  you  have  a  fix  on  the  degree  to 
which  the  low  interest  rate  environment  has  caused  a  spurt  of 
disintermediation? 

Mr.  LuDWiG.  One  would  have  to  guess  that  the  fact  that  interest 
rates  at  banks  are  historically  low  compared  to  rates  over  the  last 
10  or  15  years  has  encouraged  people  to  put  their  liquid  funds  else- 
where. But  I  must  say  I  haven't  studied  that  in  great  detail. 

The  Chairman.  Of  course,  one  never  know  either  the  degree  to 
which  people  will  appreciate  Federal  deposit  insurance  only  when 
they  find  they  don't  have  it.  I  don't  mean  to  suggest  that  we're 
going  to  take  the  alternative  system  away,  but  they  may  have 
moved  their  assets  into  a  non-federally  insured  form  and  then  find 
that  a  problem  has  arisen.  All  of  the  sudden  Federal  insurance  can 
look  a  lot  more  attractive. 

Mr.  LuDWiG.  Yes. 

The  Chairman.  You've  now  followed  banking  for  many  years  and 
been  involved  with  it  professionally.  Is  it  your  view  that  the  bank- 
ing charter  as  we  know  it  today  is  it  a  viable  business  charter? 
That  is,  if  the  bank  is  well  managed  and  is  operating  across  a  base 
of  things  now  permitted  to  it.  Is  it  a  viable  business  charter,  gen- 
erally speaking,  and  is  it  a  capital-attracting  charter? 

Mr.  LuDWiG.  I  think  one  would  have  to  say  that  we  are  blessed, 
for  all  of  the  caveats,  with  a  system  that  has  gotten  safer  and 
sounder.  Banks  still  maintain  their  charters,  and  those  charters 
have  significant  value.  The  question  to  be  asked  is  what  that  char- 
ter is  going  to  be  worth  as  we  move  forward.  That  is  something  one 
has  to  look  at  with  a  great  deal  of  concern — whether  that  charter 
will  continue  to  attract  the  capital  that  is  necessary  as  an  under- 
pinning to  the  system.  But  the  charter  clearly  has  value  now.  It 
has  been  attracting  capital,  and  that  is  certainly  a  very  good  sign. 

The  Chairman.  There  is  a  lot  of  bank  consolidation  going  on  at 
the  moment.  There  are  a  lot  of  bank  mergers  regionally  in  the 
Upper  Midwest,  but  it  seems  to  be  happening  across  the  country. 

Do  you  have  a  sense  generally  for  what  the  price  earnings  ratios 
are?  What  is  the  range  that  is  being  paid  for  banks  that  are  being 
merged  into  other  banking  entities?  Would  the  prices  being  paid 
today  for  banks  that  are  being  absorbed  be  historically  high,  low, 
or  somewhere  in  the  middle?  How  would  you  describe  it?  Are  banks 
selling  at  bargain  basement  multipliers?  If  you  own  a  small  bank 
that  may  be  ready  to  be  picked  off  by  a  larger  entity,  is  this  a  pret- 
ty good  time  to  sell  it? 

Mr.  LuDWiG.  Here  again,  this  is  an  area  I  haven't  studied  me- 
ticulously, but  there  is  evidence  that  the  acquisition  cost  is  higher 
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as  a  percentage  of  book  value.  People  are  paying  more  in  relation 
to  book  value  than  a  year  or  a  year  and  a  half  ago.  Part  of  that 
has  to  do  arguably,  with  the  increased  capitalization  of  the  institu- 
tion. Acquisitions  cost  more  because  there  is  more  capital  in  the  in- 
stitution being  acquired.  Whether  the  increased  cost  will  dampen 
acquisitions  or  whether  acquisitions  will  continue  at  the  rapid  pace 
they  have  in  the  past  is  a  little  unclear,  but  one  would  have  to  sus- 
pect that  the  pace  will  not  be  quite  so  rapid,  at  least  in  the  near 
term. 

The  Chairman.  You  may  not  be  able  to  give  an  answer  to  this, 
and  I'm  not  trying  to  press  you  for  an  answer  that  you  don't  have. 
But  I  would  be  interested  in  what  you  can  tell  me  now,  and  maybe 
you  can  get  something  more  for  me  later.  If  you  look  at  the  sale 
of  seats  on  the  stock  exchange  there,  you  can  see  a  real  swing  up 
and  down  over  a  period  of  time  in  the  price  these  seats  sell  for. 

And  the  same  thing  is  true  for,  say,  a  radio  station  property. 
There  will  be  times  when  there  are  a  lot  of  them  for  sale  and  you 
can  buy  them  pretty  cheaply.  And  there  are  other  times  when  they 
are  very  hot  and  the  prices  are  high  and  there  is  a  lot  of  interest 
in  them. 

I'm  trying  to  assess  the  market  for  banks  today,  healthy  banks 
not  sick  banks.  Is  a  small  healthy  bank  seen  as  quite  an  attractive 
property  by  one  or  more  potential  acquirers?  My  general  sense  is 
that  that's  so,  but  maybe  it's  not  so.  Maybe  it's  only  so  for  the  Mid- 
west. 

Mr.  LUDWIG.  That's  a  very  interesting  thought.  Assuming  that 
the  market  values  things  accurately  and  prices  have  gone  up, 
you're  implying  that  the  banking  franchise  may  be  worth  more,  re- 
flecting a  perception  of  what  is  going  to  happen  on  a  going-forward 
basis.  That  is  a  very  interesting  line  of  inquiry,  determining  wheth- 
er, in  fact,  the  market  has  gone  up  and  whether  that  means  that 
institutions  are  seen  as  having  more  promising  prospects. 

The  Chairman.  I  would  like  you  to  take  a  Took  at  it  because  we 
don't  have  a  market  for  banks  such  as  the  stock  exchange  where 
there  is  a  high  volume  of  bid  and  ask  people  there  all  the  time. 

Mr.  LuDWiG.  That's  right. 

The  Chairman.  But  it  would  seem  to  me  that  if  banks  have  be- 
come more  valuable  in  terms  of  their  acquisition  price,  that  other 
banks  are  making  a  favorable  bet  on  the  future.  I  think  that  that 
would  be  a  logical  inference.  If  somebody  wants  to  buy  another 
bank  and  grow  their  own  existing  institution  then  they  feel  opti- 
mistic about  the  future  of  banking.  They  are  not  getting  out  of 
business;  they  are  expanding  their  franchise. 

That  to  me  would  be  a  validation,  that  these  bankers  think  there 
is  a  promising  prospect  out  there,  that  they  are  riding  a  wave  into 
the  future.  They  want  to  be  larger  in  size  and  some  banks  that 
have  been  very  aggressive  about  that. 

NationsBank  has  been  on  the  national  scene  as  a  bank  that  has 
been  very  actively  aggressively  growing.  From  talking  with  Mr. 
McColl,  for  example,  I  perceive  that  he  has  got  a  very  positive  view 
of  what  he  thinks  he  can  do  with  the  bank  that  he  is  spearheading. 

But  take  a  look  at  that.  I  would  be  interested  because  I  would 
like  to  lay  that  beside  the  gloom  and  doom  of  those  that  argue  that 
banking  is  a  poor  business  franchise,  a  withering  business  fran- 
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chise,  because  its  aggregate  financial  resources  are  moving  to  an- 
other sector  of  the  economy. 

We  have  gone  through  a  period  of  time  when  banks  were  pretty 
hard  hit.  But  I  think  I  saw  that  they  topped  a  hst  of  all  of  the  cat- 
egories of  institutions  in  terms  of  how  well  they  performed  on  the 
New  York  Stock  Exchange  and  the  other  leading  exchanges  last 
year.  The  list  included  the  paper  industry  and  automobiles  and 
chemicals  and  banking  institutions.  And,  if  my  memory  serves  me 
right,  I  think  banking  institutions  were  at  the  top  in  terms  of  their 
percentage  appreciation.  Now,  that  can  be  a  little  misleading  be- 
cause banks  were  clearly  coming  out  of  a  very  depressed  situation. 

When  you  see  a  very  pronounced  rise  in  value,  the  market  that 
is  expressing  a  value  judgment  about  the  future.  That's  what  pric- 
ing really  is,  it's  betting  on  the  future,  it's  expressing  some  real  op- 
timism about  what  is  ahead  in  banking.  Does  that  logic  follow  to 
your  mind? 

Mr.  LUDWIG.  I  think  there  is  a  lot  of  logic  to  that,  and  it  bears 
study.  One  thing  about  bank  pricing,  however,  that  makes  it  even 
more  complex  is  that  to  the  extent  banks  have  already  attracted  a 
lot  of  capital,  which  would  increase  their  value,  the  value  may  be 
break-up  value  and  not  necessarily  ongoing  value  to  a  degree. 
What  you  suggest  certainly  makes  a  lot  of  sense  and  merits  a  good 
deal  of  consideration. 

The  Chairman.  I  really  have  other  things  I  want  to  cover,  and 
I  want  to  try  to  do  it  briefly.  But  these  are  complex  subjects. 

The  committee  has  talked  about  areas  of  risk  in  the  system.  We 
invited  the  chief  bank  regulators  in  last  fall  to  go  through  that 
issue  with  us.  They  sat  at  this  table.  Derivative  instruments  was 
one  thing  that  was  on  their  radar  screen  that  they're  not  com- 
pletely comfortable  with.  But  there  were  other  things  such  as  inter- 
est rate  risk,  home  equity  loans  and  other  things  discussed  in  the 
record. 

What  other  broad  issues  are  there  out  there  that  are  a  matter 
of  concern  to  you,  within  the  banking  system,  that  we  need  to  pay 
careful  attention  to? 

Mr.  LUDWiG.  The  one  thing  that  has 

The  Chairman.  Real  estate  loans  is  obviously  another  one,  too. 

Mr.  LuDWiG.  The  one  thing  that  has  grabbed  my  attention  most 
has  been  what  one  does  with  the  liquidity  in  the  system  in  the  con- 
text of  interest  rate  risk.  What  do  you  do  if  there  is  a  rapid  shift 
in  interest  rates  and  a  bank  has  gone  a  little  long  and  the  equity 
value  has  shifted  around,  are  they  going  to  have  to  book  a  loss? 
That  is  one  aspect  of  interest  rate  risk. 

The  other  aspect  that  is  troubling  is  you've  got  a  lot  of  liquidity 
and  if  there  is  a  compression  in  interest  rates  and  banks  are  look- 
ing for  something  else  to  put  their  money  into,  they've  got  two  fac- 
tors at  play.  One  is  historically  high  earnings,  and  there  is  always 
a  tendency  to  want  to  do  as  well  tomorrow  as  you  did  yesterday. 
The  second  theme  is  where  the  next  opportunity  is,  and  one  has 
to  worry  about  concentration  and  what  a  banker  does  if  there  isn't 
a  genuinely  healthy  economy  where  liquidity  can  be  put  to  work  in 
a  way  that  will  make  a  satisfactory  return. 

As  we  come  off  this  interest  rate  bubble,  we  have  to  look  at 
where  those  assets  are  going  very,  very  carefully,  and  I  think  that 
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is  probably  the  area  of  most  significant  risk  on  a  going-forward 
basis. 

The  Chairman.  Interesting.  When  you  are  confirmed  you'll  be- 
come a  member  of  the  FDIC  Board.  Have  you  had  a  chance  to  size 
that  agency  up?  What  do  you  see  ahead  as  concerns  as  a  member 
of  the  FDIC? 

Mr.  LuDWiG.  That  is  a  huge  responsibility.  As  I've  told  some 
folks,  there  has  been  a  great  deal  of  emphasis  on  directors'  liability 
at  banks,  and  it  seems  to  me  that  at  the  FDIC  I'm  in  the  position 
of  an  outside  director  with,  in  essence,  some  liability.  So  that  re- 
sponsibility has  got  to  be  taken  very,  very  seriously. 

The  FDIC  is  going  to  have  a  huge  management  issue  facing  it. 
As  the  liquidation  entity  ultimately  taking  on  the  responsibilities 
of  the  RTC,  the  FDIC  will  have  an  enormous  amount  of  assets  that 
have  to  be  liquidated.  How  one  does  that  in  a  way  that  maximizes 
income  and  minimizes  the  kind  of  waste  that  can  result  with  this 
enormous  pool  of  assets  seems  to  me  to  be  a  very  big  issue. 

Of  course,  there  are  also  issues  as  to  the  appropriate  level  of  de- 
posit insurance  and  the  level  we  want  to  have  the  fund  at  by  a  cer- 
tain time,  which  will  come  up  again  and  again,  as  well  as  a  num- 
ber of  related  issues  in  terms  or  FDIC  responsibilities  and  regula- 
tions. So  I  think  I  will  have  a  very  full  plate  over  there,  not  the 
least  of  which  will  be  the  very  complex  matter  of  getting  the  liq- 
uidation exercise  done  efficiently  and  maximizing  income,  while  not 
depressing  markets. 

The  Chairman.  Let  me  ask  you  about  foreign  banks.  There  was 
an  article  in  the  Spring  1992  Federal  Reserve  Bank  of  New  York 
Quarterly  Review  that  reported  that  the  foreign  banks'  share  of  the 
U.S.  commercial  banking  market  is  higher  than  the  frequently 
cited  30  percent  figure.  That  figure  is  based  only  on  loans  booked 
in  the  United  States. 

Japanese  banks  alone  now  account  for  more  than  10  percent  of 
all  U.S.  banking  assets.  I  have  three  questions,  and  let  me  put 
them  all  on  the  table  for  you  to  respond  to  this. 

I'm  interested  in  your  view  as  to  what  accounts  for  the  large 
share  that  foreign  banks  now  have  of  the  U.S.  commercial  lending 
market.  What  competitive  advantages  does  the  United  States  give 
foreign  banks  in  our  market  that  have  helped  them  get  this  far.  Is 
it  fair  that  the  wholesale  branches  of  foreign  banks  are  exempt 
from  CRA  requirements  while  U.S.  wholesale  banks  are  subject  to 
the  CRA  requirements? 

Mr.  LuDWiG.  Let  me  try  to  take  those  in  order. 

First,  we've  been  through  a  sea  change  historically  in  the 
strength  of  our  country  in  terms  of  world  economic  power.  After 
World  War  II,  the  U.S.  banking  system  was  internationally  domi- 
nant. All  one  has  to  do  is  look  at  the  size  of  our  banks  then  com- 
pared to  the  size  of  banks  in  other  countries.  The  difference  was 
just  enormous.  Capital  flowed  out  from  this  country  as  U.S.  busi- 
nesses began  to  do  more  abroad,  and  our  banks  followed  or  maybe 
in  some  cases  led  the  way.  We  were  very  aggressive  abroad. 

We  continue  to  be  active  abroad.  What  I  don't  know  for  certain 
is  the  balance  right  now  as  to  our  activity  abroad  versus  foreign 
activity  here.  But  there  is  no  doubt,  with  the  increase  of  foreign  in- 
vestment in  the  United  States  and  foreign  activity  in  the  United 
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States,  that  we've  seen  a  great  deal  of  foreign  banking  activity 
here.  The  foreign  banks  have  followed  their  industries  here  as  our 
banks  followed  their  customers  a  generation  before. 

Certainly,  there  were  some  advantages  for  foreign  banks  operat- 
ing here  in  the  past  when  the  playing  field  was  not  level.  Legisla- 
tion that  you,  sir,  and  other  members  of  this  committee  nave 
pushed  over  the  last  decade,  and  certainly  in  the  last  5  or  6  years, 
has  helped  to  make  the  playing  field  more  level. 

Whether  the  playing  field  is  sufficiently  level  is  a  tricky  calcula- 
tion, particularly  since  we  certainly  benefit  fi-om  the  globalization 
of  trade  and  the  ability  of  our  banks  to  participate  actively  in  for- 
eign markets.  This  is  a  very  sensitive  area,  as  you  well  know  since 
you're  one  of  the  champions  looking  at  this. 

Now,  the  CRA  issue  bears  a  great  deal  of  scrutiny.  I  am  frankly 
not  certain  myself,  and  it's  something  I  have  to  look  into  right 
away,  that  foreign  banks  are,  in  fact,  exempt.  On  the  one  hand,  for- 
eign banks,  and  one  reads  this  again  and  again,  are  not  accus- 
tomed to  our  culture.  They  are  wholesale  entities.  At  the  same 
time,  your  question  implies  that  everybody  who  is  participating  in 
the  system  ought  to  be  playing  on  a  fair  and  level  playing  field  and 
addressing  the  credit  needs  of  the  community,  and  that  bears  a 
great  deal  of  scrutiny. 

The  Chairman.  Take  a  look  at  that  because,  while  I  agree  with 
the  principle  that  you've  just  stated,  I  think  there  has  got  to  be 
some  equity  here  particularly  within  our  own  country.  We  have  a 
tough  enough  time  getting  it  in  other  countries.  Often  we  don't  get 
it  and  we're  working  on  that  problem. 

Let  me  ask  you  about  data  disclosure.  The  FDIC  Improvement 
Act  tried  to  increase  market  discipline  on  federally  insured  deposi- 
tory institutions  in  various  ways.  But  to  do  this,  to  really  have 
market  discipline  work  effectively,  you've  got  to  have  timely  and 
accurate  information  on  the  condition  of  the  institutions.  I  have  a 
couple  of  questions  here  and  let  me  put  them  on  the  table  for  you. 

How  might  we  improve  data  collection  at  the  OCC  and  at  the 
other  banking  institutions?  What  additional  data  do  you  think  we 
ought  to  be  collecting  and  making  available  to  the  public?  Just  as 
an  illustration  would  you  favor  making  the  CAMEL  ratings  public? 

Mr.  LUDWIG.  There  are  a  number  of  data  fiow  issues.  They  in- 
clude the  amount  of  data  that  the  OCC  is  collecting,  what  the  pub- 
lic has  available,  and  what  banks  make  available  to  consumers. 

Let  me  address  a  thinner  slice  of  this  which  I  think  is  very  sig- 
nificant. That  is  whether  banks  ought  to  be  publicly  disclosing 
CAMEL  ratings  or  other  bits  of  financial  information,  as  for  exam- 
ple, the  classified  portion  of  their  loan  portfolio. 

The  use  of  disclosure  in  a  symbiotic  relationship  with  regulation 
has,  on  the  one  hand,  very  significant  potential  for  easing  regu- 
latory burden  and  using  market  forces  to  more  accurately  evaluate 
institutions  and  to  drive  them  in  a  safe  and  sound  direction.  On 
the  other  hand,  it  is  very  much  a  two-edged  sword  if  the  data 
aren't  presented  carefully.  That  is  particularly  true  for  institutions 
which  may  have  big  swings  in  their  financial  well  being  because 
runs  on  banks  may  result.  I  use  the  term  runs  in  a  more  sophisti- 
cated sense  than  was  done  in  the  last  century.  With  the  intricate 
financial  network  we  have  now,  with  very  much  being  done  on  com- 
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puter  and  inter-bank  relationships  being  very  complex  and  banks 
sometimes  being  obligated  as  counterparties  in  derivative  instru- 
ments, carelessly  given  information  can  cause  swings  that  beggar 
an  individual  institution  and  maybe  a  whole  segment  of  the  finan- 
cial system  in  a  way  that  we  wouldn't  want  to  see. 

So  disclosure  is  a  powerful  weapon,  one  which  could  produce  a 
great  deal  of  good.  It  seems  to  me  to  be  one  of  the  most  promising 
means  by  which  one  can  reduce  burden  and  also  discipline  institu- 
tions. Our  country  has  been  especially  good  at  this  through  the  se- 
curities laws.  But  at  the  same  time,  disclosure  poses  great  dangers 
to  the  banking  system,  dangers  that  do  not  present  themselves 
with  other  sectors  of  the  economy. 

The  Chairman.  You  mentioned  derivative  instruments,  and  we 
touched  on  that  earlier  today.  I  think  we  need  to  really  understand 
what  is  going  on  in  that  area  and  what  the  risks  are — the  first- 
party  risks,  the  systemic  risks,  what  the  pattern  has  been,  what 
safeguards  there  are,  and  how  good  our  knowledge  is.  The  more  I 
see  the  more  I  believe  strongly  that  we  really  have  to  understand 
derivatives  from  A  to  Z,  and  I'm  not  sure  that  we  do  today. 

Mr.  LuDWiG.  I  think  that's  correct.  That  has  to  be  looked  at  with 
great  care.  There  is  I  think  in  excess  of  $3  trillion  in  assets  that 
is  involved  in  derivatives.  There  is  counterparty  risk  to  be  evalu- 
ated. Derivatives  serve  a  useful  function  in  terms  of  hedging,  and 
there  are  other  appropriate  uses  to  which  derivatives  are  put.  But 
there  can  be  a  speculative  element  to  anything,  and  when  one  sees 
numbers  that  large,  one  has  to  look  at  them  awfully  carefully. 

The  Chairman.  I'm  going  to  expect  you  to  take  a  look  at  that 
issue  and  be  in  a  position  to  convince  us  that  you  really  understand 
it,  that  you  institutionally  are  really  abreast  of  what  is  happening 
there. 

Two  final  things.  The  FDIC  Improvement  Act  requires  the  Fed- 
eral banking  agencies  to  formulate  safeguards  against  interest  rate 
risk,  as  you  know.  I'm  going  to  ask  you  2  or  3  points  out  and  let 
you  handle  them  in  combination. 

Are  the  safeguards  that  have  been  proposed  by  the  regulators 
thus  far  adequate  and,  if  not,  how  should  they  be  strengthened?  Do 
many  of  our  banks  and  thrifts  have  excessive  exposure  to  interest 
rate  risk  now  and,  if  they  do  does  that  pose  any  significant  danger 
to  the  Bank  Insurance  Fund? 

Mr.  LuDWiG.  I  think  one  has  to,  and  this  is  true  for  derivatives, 
as  well,  look  at  the  individual  institutions  and  the  kinds  of  instru- 
ments they  hold  and  the  maturities  of  those  instruments.  That  is 
really  best  done  if  and  when  I  get  to  the  OCC. 

At  the  same  time,  there  are  regulatory  tools  that  are  being 
looked  at  to  address  interest  rate  risk.  Our  risk-based  capital  sys- 
tem clearly  is  an  area  in  which  interest  rate  risk  can  be  incor- 
porated as  a  significant  element  in  making  capital  decisions.  All 
the  agencies  have  been  working  to  develop  models  for  evaluating 
interest  risk  as  a  basis  for  capital  requirements.  That's  something 
that  has  to  go  on  vigorously  and  has  to  be  looked  at  very  carefully 
and  fine-tuned  continuously.  Risk-based  capital  represents  a  great 
opportunity  to  regulate  carefully  and  increase  the  safety  and 
soundness  of  the  system,  and  particularly  in  the  area  of  interest 
rate  risk,  the  modeling  has  to  be  done  carefully. 
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The  Chairman.  Do  we  have  any  systemic  risk  out  there,  in  our 
view,  in  this  area  now? 

Mr.  LUDWIG.  That  is,  as  I  said,  very  hard  to  tell  without  getting 
over  to  the  OCC  and  actually  looking  at  individual  institutions  and 
getting  the  kind  of  confidential  information  that  one  can't  get  from 
the  outside.  My  suspicion  is  that  there  is  some  risk  there.  As  one 
of  your  colleagues  said,  most  anything  in  the  financial  services  area 
involves  risk.  There  are  going  to  be  some  institutions  that  have 
done  their  matching  in  terms  of  interest  rate  risk  well,  and  there 
are  going  to  be  other  institutions  that  have  not  done  it  as  well  and 
will  find  that  a  change  in  the  interest  rate  environment  affects 
them  more. 

As  I  say,  my  biggest  worry  is  not  so  much  the  swing  in  interest 
rates  in  and  of  itself  If  there  is  interest  rate  compression,  it  is  like- 
ly to  affect  profitability.  My  biggest  concern  is  what  banks  do  with 
their  liquidity  when  there  is,  and  there  will  be,  rate  compression. 
That's  the  way  our  markets  work. 

The  Chairman.  In  February  the  committee  heard  very  troubling 
testimony  describing  the  targeting  of  low-income  communities  for 
home  equity  loans  that  have  unfair  terms.  This  practice  we've 
called  "reverse  red  lining."  You  probably  saw  some  of  the  stories  in 
the  news  coverage  of  it. 

If  you're  confirmed  as  Comptroller,  (and  I'm  confident  you  will 
be)  and  as  a  member  of  the  Federal  Financial  Institution's  Exam- 
ination Council,  would  you  consider  advocating  that  the  FFIEC 
hold  hearings  to  examine  this  issue  to  find  out  what  is  really  going 
on  there? 

Mr.  LuDWiG.  Absolutely.  This  is  a  troubling  area,  and  your  com- 
mittee has  held  significant  hearings  on  it.  The  FFIEC  ought  to  be 
holding  hearings  itself  and  going  around  the  country  looking  into 
this  issue  in  some  detail  and  with  great  care. 

The  Chairman.  Let  me  just  conclude  by  saying  that  I  appreciate 
your  candor  and  your  directness  today  and  also  in  our  earlier  con- 
versations. 

Let  me  compliment  you  on  your  two  daughters  who  have  done 
such  a  nice  job  of  sitting  here  today  in  the  front  row  and  being  so 
polite,  and  your  mother  who  has  been  quite  polite  and  your  wife 
has  also  been  very  polite.  It  has  been  a  very  polite  hearing. 

[Laughter.] 

I  wish  you  the  best  in  this  new  responsibility.  I  am  very  pleased 
that  you've  been  willing  to  accept  the  President's  call  and  step  for- 
ward to  do  this.  These  are  tough  issues,  they  are  very  complex.  It 
takes  a  lot  of  thought  and  analysis  to  decide  what  is  the  right 
course  of  action  and  the  right  balance.  I  appreciate  your  awareness 
of  that  need  and  the  way  you  state  it.  I  have  great  confidence  in 
your  judgment  to  make  careful,  well-thought  out  and  balanced 
judgments. 

You  bring  not  just  the  background  experience,  but  your  answers 
demonstrate  the  kind  of  thought  process  that  will  enable  you  to 
give  the  real  leadership  in  this  area  that's  clearly  needed. 

There  is  one  thing  I  must  ask  you,  and  that  is  this.  I  need  to 
have  an  understanding  from  you  that  if  at  any  time  any  problem 
comes  up  on  the  radar  screen  that  you  inform  me  and  this  commit- 
tee immediately,  so  that  we  are  up  to  speed  on  what  is  happening. 
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This  request  covers  a  whole  scope  of  things  we've  talked  to  you 
about  and  anything  else  that  starts  to  appear  as  a  matter  of  con- 
cern or  difficulty  or  problem  within  the  system 

What  I  do  not  want  to  find  at  any  time  is  that  we  have  a  latent 
problem  out  there  if  whatever  form  or  fashion  that  somebody 
thinks  will  go  away  or  isn't  a  big  deal.  We  need  to  rely  on  your 
competence  and  capacity  and  on  your  colleagues  at  the  OCC  to  un- 
derstand what  is  happening  out  there,  to  look  ahead  to  see  prob- 
lems as  they  start  to  occur,  and  to  evaluate  them  and  bring  them 
to  our  attention. 

And  if  there  is  a  need  for  a  change  in  legislation,  then  I  expect 
you  to  make  suggestions  to  us  and  we'll  consider  them.  When  there 
is  a  need  for  us  to  move,  it  will  always  be  my  intention  to  move 
promptly  to  see  that  you  have  what  you  need  to  do  this  iob. 

I  want  to  be  able  to  know  myself  and  assure  my  colleagues  and 
assure  the  Senate  when  we  take  your  nomination  to  the  floor  that 
as  problems  begin  to  arise,  we're  going  to  hear  about  them  first 
from  you.  I  want  you  to  come  and  tell  us  about  them  in  a  very  di- 
rect and  candid  way.  I  need  to  have  that  assurance  fi-om  you  today. 

Mr.  LuDWiG.  As  you  know  and  your  staff  knows,  I  feel  very 
strongly  about  working  with  you  and  this  committee  and  the  rest 
of  your  colleagues  in  the  Senate.  I  think  we  have  to  work  as  a 
team,  and  you  have  to  know  what  is  going  on  in  the  banking  sys- 
tem in  order  to  make  good  judgments.  So  I  not  only  commit  to  you 
to  be  available  and  discuss  these  matters  with  you  as  they  arise, 
but  I  welcome  the  opportunity  to  do  that. 

The  Chairman.  Very  good.  Thank  you  for  your  answers  today. 
I'm  going  to  follow  Senator  D'Amato's  helpful  suggestion  and  at- 
tempt to  expedite  your  confirmation.  If  I  find  no  objection  from 
anybody  on  the  committee  (and  I  know  of  none  now),  but  we  will 
have  to  see  if  that  is  a  universally  held  view.  If  it's  possible  to 
move  this  very  rapidly  in  order  to  have  you  in  place  before  the  re- 
cess, I'll  do  everything  I  can  to  do  that.  I  think  that  is  something 
that  we  should  try  to  accomplish,  but  I  can't  make  a  commitment 
on  that  without  doing  further  work.  But,  I'll  make  every  effort  to 
accomplish  speedy  confirmation,  and  I  thank  Senator  D'Amato  for 
his  leadership  in  setting  forth  his  interest  in  trying  to  accomplish 
it. 

Mr.  LuDWiG.  Thank  you. 

The  Chairman.  Thank  you  very  much. 

The  committee  stands  in  recess. 

[The  committee  recessed  at  12:42  p.m.,  subject  to  the  call  of  the 
chair.] 

[Additional  material  supplied  for  the  record  follows:] 
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PREPARED  STATEMENT  OF  SENATOR  CAROL  MOSELEY-BRAUN 

Mr.  Chairman,  I  am  pleased  to  be  here  this  morning  as  the  committee  considers 
the  nomination  of  Eugene  Ludwig  to  be  Comptroller  of  the  Currency. 

The  Chinese  have  a  curse:  "May  vou  live  in  interesting  times."  Interesting  times, 
in  Chinese  history,  meant  things  like  famine,  flood,  war,  or  revolution.  These  have 
been  interesting  times  for  our  banking  industry  and  our  economy,  but,  happily,  they 
seem  somewhat  less  interesting  than  they  were  not  very  long  ago. 

The  condition  of  our  banking  industry  is  improving.  Capital  is  increasing,  and  the 
estimates  for  bank  failures  and  losses  are  diminishing.  This  is  undoubtedly  good 
news,  and  we  should  recognize  it  as  such. 

Nonetheless,  there  are  numerous  issues  that  must  be  addressed,  ranging  from 
dealing  with  the  credit  crunch,  and  ensuring  that  necessary  regulation  achieves  its 
objectives  with  as  little  burden  as  possible,  to  opening  up  our  capital  system  to  peo- 
ple, and  communities,  and  small  businesses,  that  are  mostly  excluded  from  it  at  the 
moment. 

Our  banking  system,  and  our  financial  system  generally,  needs  our  attention.  The 
financial  system  is,  in  effect,  the  bloodstream  of  our  economy.  Without  a  healthy  fi- 
nancial system,  our  economy  cannot  thrive.  The  banking  system  is  an  essential  part 
of  that  system,  yet  it  has  been  steadily  losing  market  snare  to  its  less-regulated 
competitors. 

We  need  to  carefully  examine  the  causes  and  effects  of  this  trend.  We  need  to 
know  to  what  extent  it  is  due  to  market  forces,  and  to  what  extent  it  is  due  to  a 
regulatory  system  that  has  not  kept  up  with  economic  change.  We  need  to  be  sure 
that  small  business  and  others  that  need  personalized  credit  attention  will  still  be 
able  to  get  it.  We  need  to  be  sure  that  we  have  a  fair,  equitable,  open,  and  competi- 
tive financial  system. 

These  are  just  some  of  the  challenges  Eugene  Ludwig  will  be  facing.  I  look  for- 
ward to  hearing  his  views  on  these  matters,  and  the  wide  variety  of  other  issues 
of  concern  to  members  of  this  committee. 

PREPARED  STATEMENT  OF  SENATOR  ALFONSE  M.  D'AMATO 

Mr.  Chairman,  I  join  you  in  welcoming  Mr.  Eugene  Ludwig  who  has  been  nomi- 
nated to  be  the  next  Comptroller  of  the  Currency. 

Since  February  1992,  the  Office  of  the  Comptroller  has  been  without  a  leader  con- 
firmed by  the  Senate. 

During  this  period  the  country  has  experienced  a  severe  credit  crunch.  In  fairness, 
I  think  part  of  the  reason  for  the  credit  crunch  is  that  this  committee  and  the  Con- 
gress had  sent  a  message  to  regulators  to  "get  tough"  with  the  bankers. 

President  Clinton  shares  my  concern  about  the  credit  crunch.  The  President's  ini- 
tiative to  ease  regulations  that  stifie  credit  to  small  businesses  sends  the  right  mes- 
sage. I  am  very  pleased  to  read  in  this  morning's  Washington  Post  that  the  oanking 
regulators  have  taken  the  first  step  in  implementing  the  President's  program  by 
adopting  new  policies  to  ease  some  of  the  paperwork  burden  associated  with  small 
busmess  loans. 

Gene  Ludwig  also  shares  these  concerns.  In  a  recent  article  in  the  American 
Banker  Newspaper,  Mr.  Ludwig  is  quoted  as  saying  "I  don't  really  have  a  set  agen- 
da. I  am  concerned  about  the  well-being  of  our  financial  services  industries  and 
what  has  been  styled  as  the  credit  crunch." 

Mr.  Chairman,  I  believe  that  the  President  has  nominated  someone  who  can  re- 
store the  proper  balance  to  bank  regulation.  Mr.  Ludwig  is  a  well  resfiected  author- 
ity in  banKing  law  with  a  distinguished  career  at  one  of  the  most  prestigious  law 
firms  in  the  country.  He  has  represented  a  broad  variety  of  banking  interests,  and 
is  familiar  with  both  the  industry  and  the  policy  concerns  that  will  be  before  the 
Congress  and  the  OCC. 

I  intend  to  support  Mr.  Ludwig.  I  hope  that  having  a  Senate  confirmed  Coniptrol- 
ler  at  the  OCC  will  help  restore  some  confidence  to  tne  bank  examination  staff  that 
they  can  carry  out  policies  that  enable  banks  to  make  loans  to  credit  worthy  borrow- 
ers. And  I  believe  that  Mr.  Ludwig  has  the  experience,  the  knowledge,  and  the  ap- 
propriate perspective  to  deal  decisively  with  this  problem. 
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STATSMSirr  FOR  COMFLSTZOM  BY  PRBSZDSKTZAL  MOHIMEES 

LUDWIG  EUGENE ALLAN_ 


6-1/2 

5 
3 

Dates 
attended 

Degrees 
received 

Dates  of 
degrees 

9/64-5/68 

B.A. 

5/68 

10/68-7/70 

B.A.  &  M.A. 

7/70 

9/70-5/73 

LL.B. 

6/73 

(LAST)  (FIRST)  (OTHER) 

Position  to  which  Date  of 

nominated:    Comptroller  of  the  Currency    nomination:     1/21/93  . 

Date  of  birth:  04/11/46 Place  of  birth:    BrooJclyn,  New  York 

(DAY/MO/YR) 

larital    status:      Married  Full    name   of   spouse:         Carol    Lynn    Ludwig 

lame  and  ages 

3f  children:     Abigail  Ludwig 

Elizabeth  Ludwig 

David  Maxwell  Ludwig 

£ducation:        Institution 

Haverford  College 
•  Oxford  University 

Yale  Law  School 

fonors  and 

^.wards:         List  below  all  scholarships,  fellowships,  honorary  degrees, 
military  medals,  honorary  society  memberships,  and  any 
other  special  recogr.itions  for  outstanding  service  or 
achievement. 

Haverford  College,  Phi  Beta  Kappa,  Magna  Cum  Laude 
Vale  Law  School,  Member  Yale  Law  Journal  and  President 
Yale  Legislative  Services 

■.emberships:  List  below  all  memberships  and  offices  held  in  professional, 
fraternal,  business,  scholarly,  civic,  charitable,  and  other 
organizations. 

Office  held 
Organization  (if  any)  Dates 


Member,  International  Chamber  of  Commerce  Conmission  on 
Intellectual  and  Industrial  Property. 
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Member,  the  United  States  Council  for  International 
Business,  Intellectual  Property  Committee. 

Member,  State  Department  Study  Group  on  International 
Negotiable  Instruments  of  the  Secretary  of  State's  Advisory 
Committee  on  Private  International  Law. 

Member,  Economic  and  Financial  Policy  Committee,  United 
States  Council  for  International  Business 

Haverford  College  Alumni  Board 

Wesley  Heights  Historical  Society 

Washington  Hebrew  Congregation 


rmployment 
record: 


List  below  all  positions  held  since  college,  including  the 
title  or  description  of  job,  names  of  employment,  location 
of  work,  and  dates  of  inclusive  employment. 


Covington  &  Burling,  1201  Pennsylvania  Avenue,  N.W.,  P.O. 

Box  7566,  Washington,  D.C. 

Attorney-at-Law 

Attorney  for  financial  services  institutions  and  other 

organizations 

10/29/73  -  Present 


Government 
experience: 


List  any  experience  in  or  direct  association  with  Federal, 
State,  or  local  governments,  inclL"^ing  any  advisory,  con- 
sultative, honorary  or  other  part-time  service  or 
positions. 

Chairman  -  appointed  by  the  U.S.  government  and  the  Customs  Co- 
operation Council  —  of  the  First  Intellectual  Property  Rights 
Enforcement  Conference  and  continuing  Chairman  of  the  private 
sector  working  group  for  the  Customs  Co-Operation  Council  on  this 
project.  (Summer  1992) 

Employee,  Pennsylvania  State  Crime  Commission  and  Special 
Assistant  to  John  Gaily,  State  of  Pennsylvania  (Summers  1969  and 
1970) 
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uulxsned 
writings:       List  the  title,  publishers  and  dates  of  books,  articles, 
reports  or  other  published  materials  you  have  written. 

"The  Federal  Reserve  Board's  1991  Revisions  to  Regulation  K,"  Ludwig 
and  Self,  American  Ban)<er.  September  11,  1991. 

"United  States  Law  Regarding  Gray  Market  Goods:   An 

Overview,"  Allen,  Ludwig  and  Grace,  Which  watch?  U.S.  and 
International  Product  Protection.  January  1990. 

"United  States  Law  Regarding  Gray  Market  Goods:  A  General 

Overview  for  Corporate  Counsel,"  Ludwig  and  Grace,  Journal  of  the 
Japanese  Institute  of  International  Business  Law.  1990. 

"Liability  for  Foreign  Deposits  can  be  Minimized,"   Ludwig 
and  Cox,  American  Banker.  February  1,  1989. 

"International  Banking"  Handbook  of  Financial  Management  for 
Banks. "  1988. 

"The  Export  Trade  Note:   A  New  Instrument  for  International 

Trade,"  Ludwig  and  Coursey,  Georgia  Journal  of  International  and 
Comparative  Law.  Fall  1986. 

"Federal  Trademark  Law  and  the  Gray  Market:   The  Need  for  a 

Cohesive  Policy,"  Ludwig,  Gilbert  and  Fortine,  Georgetown  Journal 
of  International  Law.  1986. 

"International  Crisis  May  Lead  to  Improved  Loan  Documentation," 
American  Banker.  September  7,  1983. 

"Distinguishing  Characteristics  of  Mining  Projects  and  Project 
Agreements,"  Georgetown  University's  International  Law 
Institute's  Negotiating  Foreign  Investments,  Spring  1982. 

"The  Business  Effects  of  the  Antiboycott  Provisions  of  Export 

Administration  Amendments  of  1977  -  Morality  Plus  Pragmatism 
Equals  Complexity,"  Ludwig  and  Smith,  Georgia  Journal  of 
International  and  Comparative  Law,  Spring  1978. 

'olitical  affi- 
iations  and 
ctivities:     List  all  memberships  and  offices  held  m  and  services 

rendered  to  all  political  parties  or  election  committees 

during  the  last  10  years. 

Member,  President-elect  Clinton's  Financial  Services  Working 
Group  during  the  Presidential  campaign. 
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Co-chairman,  President-elect  Clinton's  Crime  and  Drugs 
Working  Group  during  the  Presidential  campaign. 

Co-chairman,  Financial  Institution  Section,  President-elect 
Clinton's  Economic  Policy  Transition  Team 

I 

Political  con- 
tributions:    Itemize  all  political  contributions  of  $500  or  more  to  any 
individual,  campaign  organization,  political  party, 
political  action  committee  or  similar  entity  during  the 
last  eight  years  and  identify  the  specific  amounts,  dates, 
and  names  of  the  recipients. 

Amount  Date       Recipient 

510,000  09/14/92  DNC  Victory  Fund 

SIOOO  09/10/92  DeConcini  94  Committee 

S2000  09/10/92  DNC  Victory  Fund 

S1500  07/13/92  DNC  Victory  Fund 

51000  07/06/92  DNC  Victory  Fund 

51000  06/23/92  General  Compliance  Fund 

51000  06/22/92  General  Compliance  Fund 

5900  02/10/92  Clinton  for  President 

51000  01/28/92  Clinton  for  President 

Qualifica- 
tions: State  fully  your  qualifications  to  serve  in  the  position  to 
which  you  have  been  named. 

I  have  spent  the  last  20  years  working  as  a  lawyer  on  financial 
services  related  matters,  including  bank  and  thrift  regulatory' 
matters,  bank  transactional  matters  and  bank  legislative  matters. 
In  this  con:ext,  I  have  had  occasion  to  examine  the  statutes  and 
regulations  that  govern  national  banks  and  federally  and  state- 
chartered  depository  institutions.   Since  law  sc.t^oI,  I  have  had 
a  considerable  interest  in  this  area  and  have  written  and  taught 
in  this  area  both  at  law  schools  and  other  schools  such  as  the 
American  Society  of  International  Law  and  the  Conference  of 
Principal  Legal  Officers  of  the  International  Monetary  Fund.   I 
have  participated  in  the  State  Department's  study  group  on 
international  negotiable  instruments. 
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futur* 

;nployment 

relationships:  1.  Indicate  whether  you  will  sever  all  connections  with  your 
present  employer,  business  firm  association,  or 
organization  if  you  are  confirmed  by  the  Senate. 

Yes  -  I  will  continue  to  participate  in  the  Covington  & 
Burling  retirement  plan,  which  is  an  individual,  tax- 
qualified,  ERISA-govemed,  independently  trusteed,  defined 
contribution  plan  invested  at  my  direction  in  various 
diversified  investment  funds. 

I  will  receive  a  partnership  distribution  from  Covington  and 
Burling  over  the  next  year. 

During  the  period  when  this  distribution  is  being  made,  I 
will  recuse  my  self  from  any  particular  matter  in  which 
Covington  and  Burling  is  a  formal  party  or  in  which  it  has  a 
direct  and  specific  financial  interest. 

2.  As  far  as  can  be  foreseen,  state  whether  you  have  any 
plans  after  completing  government  service  to  resume 
employment,  affiliation  or  practice  with  your  previous 
employer,  business  firms,  association  or  organization. 

No 

3.  Has  anybody  made  you  a  commitment  to  a  job  after  you 
leave  government? 

No 

4.  Do  you  expect  to  serve  the  full  term  for  which  you  have 
been  appointed? 

Yes 

Potential  con- 
flicts of 

.nterest:       1.  Describe  any  financial  arrangements  or  deferred  conpensa- 
tion  agreements  or  other  continuing  dealings  with 
business  associates,  clients  or  customers  who  will  be 
affected  by  policies  which  you  will  influence  in  the 
position  to  which  you  have  been  nominated. 

None,  except  as  discussed  under  Future  Employment 
Relationships  above. 
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List  any  investments,  obligation,  liabilities,  or  other 

relationships  which  might  involve  potential  conflicts 

oC  interest  with  the  position  to  which  you  have  been  nominated. 

Ludwig  -  Repurchase  agreement.  Signet  Bank 

-  Chase  Visa  credit  card,  Wilmington,  DE 

-  Citibank  Visa  credit  card,  Sioux  Falls,  SD 

-  Beneficial  interest  in  a  family  trust  which 

includes  200  shares  of  Core  States  Financial 
Corporation  stock  (market  value  $11,500)  - 

-  Maryland  Bank,  N.A.,  Wilmington,  DE,  Mastercard 
Spouse  -  Maryland  Bank,  N.A.,  Wilmington,  DE  credit  card 

-  Chase  Visa,  Wilmington,  DE 

-  Bloomingdale' s.  Federated  NB,  Deerfield 

Township,  Ohio,  charge  card 

-  Hecht's,  May  National  Bank  of  Maryland, 

Silver  Spring,  MD,  charge  card 

-  Lord  and  Taylor,  May  National  Bank  of 

Maryland,  Silver  Spring,  MD,  charge  card 

-  Ownership  of  225  shares  of  Riggs  National 

Corporation  stock  (market  value  $2500) 

-  Beneficial  interest  in  a  family  trust  which 

includes  100  shares  of  Mellon  Bank  Corporation 
stock  (market  value  $5500) 

Describe  any  business  relationship,  dealing,  or  financial 
transaction  (other  than  taxpaying)  which  you  have  had  during  the 
last  10  years  with  the  Federal  Government,  whether  for  yourself,  on 
behalf  of  a  client,  or  acting   as  an  agent,  that  might  in  any  way 
constitute  or  result  in  a  possible  conflict  of  interest  with  the 
position  to  which  you  have  been  nominated. 

1st  American  Bank  —  issues  relating  to  trust  and  sweep  accounts 

American  Security  Bank  —  international  lending  restructure 
dealing  with  problem  loan  issues  and  issues  relating  to  trust  and 
sweep  accounts 

American  Telephone  and  Telephone  —  credit  card  issues 

American  Watch  Association  —  counterfeit  and  grav  market  issues 
relating  to  19  CFR  part  133 

Banc  One  —  international  consulting  issues 

Bank  Mendes  Cans  N.V.  —  bank  regulatory  advice 

Bank  of  Boston  --  provisions  in  FDICIA  relating  to 
retirement/pensions  and  other  bank  regulatory  natters 

British  United  Provident  Association  —  bank  regulatory  issues 

Brown  Brothers  Harriman  &  Co.  —  issues  relating  to  depository 
insurance  and  application  of  the  Securities  and  Exchange  Act 
Section  3B(9)  as  well  as  other  bank  requlatorv  advice 
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coalition  to  Preserve  the  Integrity  of  American  Trademarks 
fCOPIATl  —  counterfeit  and  gray  mar)cet  issues  relating  to  19  CFR 
part  13  3 

Compar  —  counterfeit  and  gray  market  issues  relating  to  19  CFR 
part  13  3 

Connecticut  Bankcorporation  —  bank  regulatory  advice 

Consumers  United  Group  —  litigation  advice 

Consumers  United  Insurance  Co.  —  Insurance  regulatory  advice 

Credit  Card  Service  Corp.  —  bank  regulatory  advice 

Del-Ichi  Kangyo  Bank  of  CA  —  bank  secrecy  act  issues 

Eaton  Bance  Gov't  Obligation  —  bank  regulatory  advice 

Eli  Lilly  &  Co.  —  regulatory  advice 

Eli  Zborowski  —  bank  regulatory  advice 

Farm  Credit  Council  —  merger  issue,  transactio'^al  advice,  plus 
insurance  regulatory  advice 

Financial  Protection  Service  —  credit  card  issue 

First  Federal  Savings  Bank  Western  —  bank  regulatory  advice 

First  Interstate  Bank  —  issues  relating  to  international  banking 
and  foreign  lending 

First  Manhattan  Consulting  —  bank  regulatory  advice 

Government  of  Puerto  Rico  —  various  Bank  Holding  Company  Act 
issues 

Idaho  FNB  —  bank  regulatory  advice 

Indiana  NB  —  bank  regulatory  advice 

Industrial  Bank  of  Washington  —  litigation  and  loan  work  out 
advice 

International  Business  Machines  Comoratigr.  --  counterfeit  and 
gray  market  issues  relating  to  19  CFR  part  133 

Interpublic  Group  of  Concanies  --  bank  regulatory  advice 

Investors  Bank  a  Trust  Co.  --  bank  regulatory  acvice 

Irvi.-ia  Trust  Co.  --  bank  regulatory  and  legislative  advice 

7 
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JLG  Ind.  —  corporate  transactional  worlc 

Lladrn  —  countarfcit  and  gray  Bar)c«t  issues  relating  to  19  CFR 
part  13  3 

LVMH  Moet  Hennessv  Louis  Vuitton  Inc  —  counterfeit  and  gray 
market  issues  relating  to  19  CFR  part  13  3 

Massachusetts  Financial  Services  —  sale  of  annuity  products  by 
banks 

Morgan  Stanley  &  Co.  —  bank  regulatory,  legislative  advice 

NationsBank  —  international  lending  and  financial  issues 

New  Jersev  NB  —  bank  regulatory  advise,  advice  on  loan 
restructuring 

New  Mexico  Banauest  Corp.  —  bank  regulatory  advice 

Northern  Trust  —  international  lending  and  financial  issues 

Parfums  Givenchv  —  counterfeit  and  gray  market  issues  relating 
to  19  CFR  part  13  3 

Parfums  Nina  Ricci  —  counterfeit  and  gray  market  issues  relating 
to  19  CFR  part  13  3 

Penn  Mutual  Bank  —  bank  regulatory  advice 

Petra  Bank  —  Edge  Corporation  and  regulatory  issues  pertaining 
to  12  CFR  part  211 

Republican  National  Committee  —  bank  regulatory  advice 

Riaas  Bank  —  international  lending  and  consulting  issues 

Roosevelt  Federal  S&L  —  bank  regulatory  advice 

Salomon  Forex.  Inc.  —  litigation 

Seiko  Watch  Co.  —  counterfeit  and  gray  market  issues  relating  to 
19  CFR  part  133 

Sierra  Federal  Savings  &  Loan  —  bank  regulatory  advice,  federal 
home  loan  bank  issues 

Societe  Centrale  due  Grouoe  des  Assurances  Sationales   —  issues 
relating  to  bank  and  non-bank  activities  with  m  t.he  United 
States  carried  out  by  one  financial  services  entity 

Society  Corp.  --  bank  regulatory  advice 

8 


50 

Sumitomo  Trust  &  Banking  Co.  —  acquisitions  and  merg«r  issues, 
bank  regulatory  advice,  plus  transactional  advice 

Sun  Life  Assurance  Company  of  Canada  ru.S.l  ~  bank  regulatory 
and  legislative  advice 

Union  Bank  —  various  ownership  issues 

4.    List  any  lobbying  activity  during  the  past  10  years  in  which  you  have 
engaged  for  purpose  of  directly  or  indirectly  influencing  the  passage, 
defeat  or  modification  of  any  legislation  at  the  national  level  of 
government  or  affecting  the  administration  and  execution  of  national 
law  or  puDlic  policy. 

Registered  as  a  partner  of  Covington  &  Burling  pursuant  to  the  Federal 
Regulation  of  Lobbying  Act  for  the  following  clients:   American  Watch 
Association;  Coalition  to  Preserve  the  Integrity  of  American 
Trademarks;  Brown  Brothers  Harriman  St  Co.,;  Bank  of  Boston; 
International  Swap  Dealers  Association;  Sun  Life  Assurance  Company  of 
Canada  (U.S.) 

5.   Explain  how  you  will  resolve  any  potential  conflict  of  interest  that 
may  be  disclosed  by  your  responses  to  the  above  items. 

I  will  recuse  myself  from  participating  in  any  particular  matter 
involving  the  listed  banks  which  have  issued  credit  cards  in  my 
name  or  my  wife's  name.   I  will  recuse  myself  for  one  year  from 
participating  in  any  particular  matter  in  v/hich  Covington  & 
Burling  is  or  represents  a  party.   I  will  recuse  myself  for  one 
year  from  participating  in  any  particular  matter  concerning  any 
clients  which  I  represented  during  my  last  year  of  service  at 
Covington  and  Burling.   I  will  divest  my  repurchase  agreement 
with  Signet  Bank.   My  wife  will  sell  her  stock  in  Riggs  National 
Corporation,  and  the  Ludwig  Trusts  will  sell  their  interest  in 
Core  States  Financial  Corporation.   I  will  issue  instructions  for 
the  termination  of  my  wife's  beneficial  interest  in  Mellon  Bank 
Corporation,  and  will  recuse  myself  from  participating  in 
particular  matters  involving  Mellon  Bank  and  its  affiliates  so 
long  as  my  wife  retains  a  beneficial  interest  in  Mellon 
securities. 

Civil,  criminal 
and  investiga- 
tory actions:   1.  Give  the  full  details  of  any  civil  or  criminal  proceeding 
in  which  you  were  a  defendant  or  any  inquiry  or  investi- 
gation by  a  Federal,  State,  or  local  agency  in  which  you 
were  the  subject  of  the  inquiry  or  investigation. 

None 

2.  Give  the  full  details  of  any  proceeding,  inquiry  or  in- 
vestigation by  any  professional  association  including  any 
bar  association  in  which  you  were  the  subject  of  the 
proceeding,  inquiry  or  investigation. 

None 
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Public  Lives 


By   Joe    Klein 


'We  Can  Do  It  for  Ourselves' 


Los  Angeles  exploded  the  day  Ava  Jackson  was  supposed 
to  get  over.  She  had  been  nursing  along  her  little  clean- 
ing-sflrvices  company,  takingodd  jobs  here  and  there  in 
South-Central,  and  now  she  was  about  to  sign  her  first  real 
contract — to  do  regular  maintenance  on  a  dental<linic 
building  on  Vermont  Avenue.  "It  was  gone  before  1  could 
sign,"  she  recalls,  "and  so  was  about  70  percent  of  the  rest  of 
my  business.  We  got  caught  in  the  middleof  it  in  our  car- 
stores  getting  robbed,  people  pulled  out  of  cars,  fire  every- 
where. It  looked  like  the  hell  you  had 
nightmares  about  when  you  were  a 
little  kid.  I  can't  understand  why  peo- 
ple would  act  like  that.  I  kept  ask- 
ing, why?  People  would  say,  'There's 
a  reason.'  I  think  the  reason  has  to  do 
with  how  people  are  raised." 

Despite  the  riots,  Jackson  wanted 
to  keep  her  modest  dream — Quality 
Building  Maintenance  Services — 
alive.  Both  she  and  her  husband  had 
always  worked.  She'd  been  a  clerk 
in  hospitals,  but  she  couldn't  imag- 
ine going  back  to  that  after  the  free- 
dom of  owning  a  business.  And  so 
she  started  going  to  meetings — 
there  were  all  kinds  of  meetings  for 
people  with  small  businesses  in  the 
weeks  after  the  riot.  '"We're  gonna 
help  you,'  they  said,"  Ava  recalls. 
"'We're  here  for  you. 'A  lot  of  talk.  A 
lotof  nothing. " 

With  one  exception:  an  exotic 
and  remarkable  program — based  on 
pnnciples  developed  m  the  early 
1980s  by  Mohammed  Yunus  for  the 
Grameen  Bank  in  Bangladesh — 
that  loaned  small  amounts  of  mon- 
ey to  poor  women  starting  their  own  businesses,  even  those 
without  any  collateral.  The  program  was  run  by  the  Coali- 
tion for  Women's  Economic  Development  (CWED)  and  it  is 
part  of  what  is  becoming  an  international  entrepreneurial 
brush  fire.  "We  have  107  loans  out.  an  average  of  about 
Sl,500  per  loan  [with  15  percent  interest),  to  people  who 
couldn't  dream  of  getting  money  any  other  way, "  says 
Forescee  Hogan  Rowles,  CWED's  director.  "And  we  have  a 
repayment  rate  of  95  percent.  " 

The  resu Its  are  not  unusual.  "This  is  an  idea  that  actual- 
ly works,"  says  Jack  Litzenberg  of  the  Charles  Stewart 
Mott  Foundation,  which  has  provided  seed  money  for 
CWED  and  28  other  micro-enterprise  loan  programs  across 
the  country.  (Hillary  Clinton  served  on  the  board  of  one  of 
them  in  Arkansas.)  "Most  social  programscant  deliver  on 
what  they  promise.  This  doesn't  promise  the  sky.  It  prom- 
ises a  ladder.""  And  it  isn't  very  expensive:  the  Mott  Foun- 
dation has  launched  1,166  small  businesses  on  an  invest- 
ment of  about  S5  million. 
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Promising  a  ladder  Ava  Jackson 


The  secret  of  the  Grameen  system — which  is  also  proving 
successful  in  other  parts  of  the  world,  especially  Latin 
America — is  reciprocal  responsibility.  To  get  her  loan,  Ava 
Jackson  had  to  become  part  of  a  "solidarity  circle"  with  four 
other  women.  They  had  to  meet  regularly,  scrutinize  each 
other's  business  plans — "Were  like  the  board  of  directors 
for  five  companies, "  Ava  says — and,  ultimately,  agree  to 
become  jointly  responsible  for  the  repayment  of  all  five 
loans.  "The  rules  are  very  strict."  says  Delphine  Pruilt,  who 
supervises  solidarity  circles  for 
CWED.  "No  member  of  the  circle 
gets  a  loan  until  all  -five  are  ready. 
They  havetomeetregularlyforeight 
to  12  weeks  to  be  certified.  If  any  one 
of  them  doesn't  show  up,  the  meeting 
is  canceled  and  the  loans  delayed. 
Same  thing  if  you  show  up  more  than 
15  minutes  late  without  an  excuse. 
I '  m  tough  on  that.  Some  circles  go  on 
for  months,  trying  out  new  members, 
until  they  have  five  who  are  trust- 
worthy. They  learn  from  each  other, 
find  out  they  have  a  lot  of  the  same 
problems.  I  tell  them;  'You're  on  a 
mission,  keep  going.'  We're  proving 
that  we  can  do  it  for  ourselves — and 
despite  what  you  hear,  these  people 
are  good  business  people.  If  you  teach 
them  how  to  do  it,  they  can  do  it." 

No  glitz:  Even  after  the  riots.  About 
40  percent  of  CWED's  borrowers 
were  hurt  last  April;  some  were 
wiped  out.  Jack  Litzenberg  of  the 
Mott  Foundation  pitched  in  with  an 
emergency  grant  to  hel[r  some  of 
those  hardest  hit  to  pay  off  their 
loans — and  CWED  continued  to 
grow.  Remarkably,  it  has  grown  without  supgort,  or  much 
intei  ast,  from  Rebuild  Los  Angeles — the  not-for-profit  agen- 
cy, led  by  Peter  Ueberroth,  that  is  supposedly  in  charge  of 
post-not  economic  development.  Ueberroth  has  been  look- 
ing for  the  sort  of  corporate  big-bang  support  that  helped 
him  finance  the  Los  Angeles  Olympics  in  1984.  CWED 
comes  from  the  opposite  direction — not  much  glitz,  no  big 
announcements.  It  builds  economic  independence,  and  a 
sense  of  community,  slowly  but  surely  from  the  bottom  up. 
In  Ava  Jacksons  solidarity  circle — they  call  themselves 
Five  Star  Unlimited — a  cleaning  service,  gift  shop^ravel 
agency,  typing  service  and  employment  consultant  are  ges- 
tating  on  an  initial  investment  of  S7,500.  Several  of  the 
women  have  paid  off  their  original  loans  ahead  of  schedule 
and  have  applied  for  the  next  step,  loans  of  S5,000.  ""Tve 
almost  paid  off  my  first  loan,"  says  Ava  Jackson,  *ho  also 
intends  to  apply  for  more.  "Vm  bidding  on  crty  and  county 
jobs  now.  I  wont  tell  you  Tm  over  the  hump,  but  hey,  it"s 
looking  brighter  every  day. " 
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Banli  Regulators 
Ease  Lending  Rules 
For  Small  Business 


By  Jerry  Knight 

Wuhmron  Po«  Sort  WntCT 


Government  regulators  an- 
nounced a  new  policy  yesterday  that 
will  allow  about  four-fifths  of  the  na- 
tion's banks  to  immediately  begin 
making  loans  to  small  businesses  and 
farms  without  the  paperwork  usually 
required. 

Banking  industry  officials  predict- 
ed the  new  policy  could  lead  to  in- 
creased lending  in  a  matter  of 
weeks,  providing  the  quick  boost  to 
the  economy  that  President  Clinton 
has  been  seeking. 

The  policy  statement  issued  joint- 
ly by  four  regulatory  agencies  is  the 
first  step  in  implementing  Clinton's 
vow  earlier  this  month  to  take  "a  big 
chunk"  out  of  the  "10-foot  wall  called 
the  credit  crunch." 

The  president — and  many  bank- 
ers and  borrowers — contend  that 
regulatory  red  tape  is  to  blame  for  a 
slowdown  in  bank  lending  that  has 
kept  small  firms  from  getting  the 
loans  they  need  to  expand  and  cre- 
ate new  jobs. 

Officials  of  bank  trade  groups  said 
the  goal  of  the  policy  is  to  encourage 
bankers  to  resume  making  so<ailed 
"character  loans"  that  are  based  on 
the  borrower's  reputation  in  the 
community  rather  than  on  a  strict 
item-by-item  financial  evaluation. 

James  McLaughlin,  director  of 
agency  relations  for  the  American 
Bankers  Association,  said  bankers 
he  has  talked  to  say  they  expect  the 
policy  change  will  lead  to  additional 
lending.  "It's  not  necessarily  going 
to  lower  their  standards,  but  it  al- 
lows loans  to  be  made  where  some 
of  the  documentation  required  today 
will  no  longer  be  required,"  he  said. 


"What  they're  saying  is  that  if  the 
bank  is  comfortable  that  the  borrow- 
er can  repay  the  loan,  the  regulators 
won't  question  the  documentation," 
said  Diane  Casey,  a  lobbyist  for  the 
Independent  Bankers  Association  of 
America,  a  group  representing  small 
banks,  "It's  definitely  going  to  be 
valuable  to.  small  business." 

Bankers  will  still  be  expected  to 
follow  sound  lending  practices  in 
making  loans,  Casey  said,  but  will  no 
longer  be  expected  to  provide  docu- 
mentation such  as  audited  financial 
statements  or  annual  appraisals  of 
property  used  as  collateral  for  small 
business  loans. 

"These  loans  will  be  judged  solely 
on  the  basis  of  performance  and  will 
not  be  subject  to  criticism  by  [feder- 
al bank]  examiners  on  the  basis  of 
documentation,"  White  House  com- 
munications director  George  Steph- 
anopoulos  told  reporters  yesterday. 

"Elimination  of  unnecessary  docu- 
mentation for  loans  to  small  and  me- 
dium-sized businesses  and  farms  will 
reduce  costs  to  the  institution  and 
the  time  it  takes  to  respond  to  credit 
applications  . . .  without  adversely 
affecting  the  institutions'  safety  and 
Roundness,'  said  the  regulators  who 
(ssued  the  rules. 

J  The  size  of  the  loans  permitted 
^der  the  paperwork  exemptkin  de- 
sends  on  the  size  of  the  bank,  but 
^e  toan  maximum  is  $900,000,  Ca- 
sey said. 
L Under  the  policy  announced  yes- 
rday,  healthy  banks  will  be  able  to 
form  a  special  pool  of  money  to  lend 
to  small  businesses  and  farms  that 
jnil.  be  exempt  from  the  usual  paper- 
work requirements.  The  sroall-buai-.- 
i^ess  loan  pool  can  be  as  much  as 
()ne-fifth  of  the  banks'  capital,  the 
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^oney  put  up  by  the  institutions' 
(^wners  to  cover  potential  losses. 
I  Almost  80  percent  of  the  nation's 
banks  are  healthy  enough  to  qualify 
for  the  program,  according  to  the 
Federal  Deposit  Insurance  Corp. 
\  Those  banks  have  about  $191  bil- 
lion in  capital,  so  the  small  business 
lending  pool  codd  amount  to  more 
than  $38  billion. 

;  Even  if  all  eligible  banks  partici- 
pate in  the  plan  to  the  full  extent 
possible,  however,  it  may  not  lead  to 
that  much  in  new  lending  because 

Bankers  will  still  be 
expected  to  follow 
sound  lending 
practices  in  making 
loans, 

banks  will  be  able  to  include  some  of 
the  loans  they  have  already  made  in 
the  new  pooL 

At  Clinton's  December  economic 
conference  in  Little  Rock,  Ark., 


bankers  protniaed  that  u  much  as 
$86  billioa  in  new  lending  could  be 
spawned  if  the  administratkn  would 
ease  a  wide  range  of  banking  rules, 
some  of  which  can  only  be  changed 
by  Congress. 

However,  the  plan  announced  yes- 
terday requires  neither  congresskm- 
al  action  nor  formal  federal  rule- 
making— a  process  that  can  take 
months — so  its  effect  could  be  felt 
quickly.  1  think  within  eight  to  10 
weeks  you'd  start  to  see  some  of 
these  loans  being  made,  possibly 
even  sooner,"  said  McLaughlin. 

Casey  offered  this  example  of  how 
the  program  wodd  work  for  small 
banks,  which  are  expected  to  be  the 
major  users  of  the  program:  A 
healthy  bank  with  $50  million  in  as- 
sets would  have  at  least  $4  million  in 
capital  and  thus  could  make  as  much 
as  $800,000  in  loans  in  its  small- 
business  pool.  Individual  bans  would 
be  limited  to  3  percent  of  the  bank's 
capital,  in  this  case  $120,000. 

The  limits  are  generous  enough  to 
allow  most  small  businesses  to  bene- 
fit from  the  program,  the  bankers 
pointed  out. 

Federal  Reserve  Board  Chairman 
Alan  Greenspan  recently  testified 
that  the  average  small  business  loan 
is  about  $25,000. 

The  new  policy,  which  applies  to 
all  banks,  savings  banks  and  savings 
and  loan  associations,  was  issued 
jointly  by  the  Federal  Reserve 
Board,  the  Federal  Deposit  Insur- 
ance Corp.,  the  Office  of  the  Comp- 
troller of  the  Currency  and  the  Of- 
fice of  Thrift  Supervision. 
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